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ACCOUNTANTS’ LIABILITY UNDER SECURITIES 
ACT OF 1933 FOR REPORTS ON CERTAIN 
UNAUDITED SUPPLEMENTARY FINANCIAL 
INFORMATION 


ACTION: Proposed rule amendments. 


SUMMARY: The Commission is proposing for 
comment amendments to a rule which would 
provide that a “report” prepared or certified by an 
accountant within the meaning of Sections 7 and 11 
of the Securities Act of 1933 shall not include a 
report by an independent accountant on two types of 
unaudited supplementary financial information 
included in a document containing financial 
statements. The amendments, if adopted, would 
have the effect of excluding accountants from 
Section 11(a) liability for reports on unaudited 
supplementary information as to the effects of 
changing prices and as to oil and gas reserves. 


DATE: Comments should be received by the 
Commission on or before June 30, 1980. 


ADDRESSES: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-834. Allcomments 
received will be available for public inspection and 
copying in the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Linda L. 
Griggs (202-272-2130), Office of the Chief 
Accountant; Steven Hamilton (202-272-2573), 
Division of Corporation Finance; or Robert Chira 
(202-272-2437), Office of the General Counsel, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission is proposing for public 
comment amendments to 17 CFR 230.436 which 
would exclude from the definition of a “report” for 
purposes of Sections 7 and 11 of the Securities Act of 
1933 (“Securities Act”) reports by independent 
accountants on unaudited supplementary 
information as to the effects of changing prices and 
as to oil and gas reserves. Adoption of these 
amendments would mean that accountants would 
not be required by Section 7 of the Securities Act to 
consent to the inclusion of such reports in 
registration statements and that accountants would 
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not be liable for such reports under Section 11(a). In 
Accounting Series Release No. 274 (“ASR No. 274”)! 
issued in December, 1979, the Commission 
announced the adoption of similar amendments 
regarding reports by independent accountants on 
reviews of unaudited interim financial information 
pursuant to Statement on Auditing Standards No. 24 
(“SAS No. 24”).? 


|. BACKGROUND 


As part of its Conceptual Framework project, the 
Financial Accounting Standards Board (“FASB”) 
intends to develop criteria for distinguishing 
information to be included in financial statements 
from that which should be provided by other means 
of financial reporting. Statement of Financial 
Accounting Concepts No. 1, Objectives of Financial 
Reporting by Business Enterprises, issued by the 
FASB in November 1978, states: 


Although financial reporting and financial 
statements have essentially the same 
objectives, some useful information is better 
provided by financial statements and some is 
better provided, or can only be provided, by 
means of financial reporting other than 
financial statements. 


At its Spring 1979 meeting, the Council of the 
American Institute of Certified Public Accountants 
(“AICPA”) approved a resolution designating the 
FASB as the body under Rule 204 of the AICPA Rules 
of Conduct to establish standards for the disclosure 
of financial information outside of financial 
statements in published financial reports. As a result 
of that resolution, the Auditing Standards Board 
(“ASB”) of the AICPA added to its agenda a project to 
develop general standards for the involvement of 
auditors with all types of supplementary information 
measured and presented within guidelines 
established by the FASB. On October 1, 1979, the 
ASB issued for comment a proposed Statement on 
Auditing Standards (“the proposed SAS”) relating to 





‘Securities Act Release No. 6173, December 28, 
1979 (45 FR 1601). 


2Statement on Auditing Standards No. 24. “Review of 
Interim Financial Information,” AICPA, March 1979. 
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such general standards.? After considering the 
comments, the ASB issued Statement on Auditing 
Standards No. 27 (“SAS No. 27”). 


SAS No. 27 requires an independent accountant to 
follow certain limited review procedures, which are 
substantially less extensive than an audit, when 
supplementary information is required to be 
presented pursuant to FASB pronouncements. 
Instead of requiring an accountant to report 
explicitly on such information, SAS No. 27 requires 
an accountant to expand his report on the audited 
financial statements only to call attention to his 
inability to complete the prescribed procedures, the 
omission of supplementary information required by 
the FASB or material departures from FASB 
guidelines on the measurement or presentation of 
such information.® 


The ASB stated in SAS No. 27 that additional 
procedures to be followed by auditors reviewing 
specific types of supplementary information might 
be specified in other Statements on Auditing 
Standards. Thus far, the ASB has issued for 


comment proposed Statements on Auditing 
Standards which relate specifically to the two types 
of supplementary information now required: 
information about the effects of changing prices® 
and information about oil and gas reserves.’ 


Certain public companies are required by Statement 
of Financial Accounting Standards No. 33° of the 
FASB to include in their published annual reports for 
years ending on or after December 25, 1979 certain 
supplementary information on the effects of 
changing prices.’ 


Oil and gas producing companies are permitted by 
Statement of Financial Accounting Standards No. 
25'° to include as supplementary information in 
documents containing their financial statements 
disclosure of the estimated quantities of proved oil 
and gas reserves required by Statement of Financial 
Accounting Standards No. 19."!' Rule 3-18 of 
Regulation S-X requires disclosure of the estimated 
future net revenues from production of proved 
reserves, the present value of the estimated future 
net revenues and annual changes therein, and a 





3Proposed Statement on Auditing Standards, 
“Reporting on Required Supplemental Information,” 
AICPA, October 1, 1979. 


‘Statement on Auditing Standards No. 27, 
“Supplementary Information Required by the 
Financial Accounting Standards Board,” AICPA, 
December 1979. 


‘The “exception” reporting standard contained in 
SAS No. 27 represents a significant change from the 
proposed SAS, which would have required the 
accountant to explicitly report whether or not he was 
aware of any material modifications that should be 
made to the supplementary information for it to 
conform with the FASB guidelines. 


‘Proposed Statement on Auditing Standards, 
“Supplementary Information on the Effects of 
Changing Prices,” AICPA, December 31, 1979. 


Rather than prescribing additional review 
procedures for the accountant to follow beyond 
those specified in SAS No. 27, the proposed 
statement provides additional guidance on the 
nature of the auditor’s inquiries of management 
concerning the information on changing prices. 


7Proposed Statement on Auditing Standards, 
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“Supplementary Oil and Gas Reserve Quantity 
Information,” AICPA, December 31, 1979. The 
proposed statement relates to information required 
by the Commission as well as by the FASB. See note 
14 infra. 


8Statement of Financial Accounting Standards No. 
33, “Financial Reporting and Changing Prices,” 
FASB, September 1979. 


°In March 1980, the Commission proposed 
amendments to Regulation S-K and to various 
reporting provisions which would require companies 
subject to FAS 33 to include supplementary 
information on the effects of changing prices in 
various registration statements and certain proxy 
statements filed with the Commission. Securities 
Act Release No. 6201, March 27, 1980 (45 FR 
23470). 


10Statement of Financial Accounting Standards No. 
25, “Suspension of Certain Accounting 
Requirements for Oil and Gas Producing 
Companies,” FASB, February 1979. 


‘Statement of Financial Accounting Standards No. 
19, “Financial Accounting and Reporting by Oil and 
Gas Producing Companies,” FASB, December 1977. 
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summary of oil and gas producing activities 
prepared on the basis of reserve recognition 
accounting as well as disclosure of the estimated 
quantities of oil and gas reserves. (All of this 
information is collectively referred to herein as “oil 
and gas reserve information” or “reserve 
information.”) In Accounting Series Release No. 
270,'2 the Commission delayed until fiscal years 
ending after December .25, 1980 the requirement 
that these oil and gas reserve disclosures be audited. 
Recently, in Accounting Series Release No. 277 
(“ASR No. 277”),'3the Commission amended Rule 3- 
18 to extend the postponement of the audit 
requirement until a decision is reached on requiring 
reserve information in the primary financial 
statements.'* The rule amendments in ASR No. 277 
also permit this unaudited reserve information to be 
reported as supplementary information accompany- 
ing, but outside, the financial statement.!® 


As noted above, SAS No. 27 does not require 
auditors to report explicitly on either of these types of 
supplementary financial information. The ASB 
stated in SAS No. 27: 


The Auditing Standards Board has under con- 
sideration the issue of whether the auditor 
should report explicitly on such information, 
that is, whether the auditor should issue a 
report, based on the limited procedures 
prescribed by this Statement, that states he is 
not aware of any material modifications that 
should be made to the information for it to 
conform with guidelines established by the 
FASB. This issue has not been resolved 
because of uncertainties concerning (a) the 
implications that the location of the 
information (outside or inside the basic 
financial statements) may have on explicit 
versus exception reporting, (b) whether 
Section 11(a) of the Securities Act of 1933 
would apply to an auditor's explicit report on 
supplementary information included in a 
securities act filing, and (c) the nature of 
information that may become required 
supplementary information. The board intends 
to decide whether explicit reporting is 
appropriate when sufficient knowledge is 
obtained to clarify these matters.'® 


The Commission believes that, by excluding 
accountants from potential liability under Section 
11(a) of the Securities Act for their reports on 
supplementary information as to the effects of 
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changing prices and as to oil and gas reserves 
included in Securities Act filings, the proposed 
amendments, if adopted, will encourage the ASB to 
require explicit reporting by auditors for the year 
1980. The proposed amendments, if adopted, would 
be inoperable unless auditors are required to state in 
explicit reports on this supplementary information 
whether or not they are aware of any material 
modification that should be made to the information 
for it to conform with guidelines established by the 
FASB or the Commission. 


Il. PROPOSED AMENDMENTS 


The Commission has encouraged the FASB to look 
beyond the reporting of financial information in 
financial statements to a broader concept of 
financial reporting’? and has supported the 
expansion of auditors’ responsibilities beyond audits 
of financial statements to reports containing limited 
statements of assurance concerning unaudited 
financial information.“ Thus far, accountants’ 
reports on unaudited interim financial information 
pursuant to SAS No. 24 are the only reports which 
accountants may give after undertaking reviews 
which are less extensive than audits. 





2Securities Act Release No. 6128, September 24, 
1979 (44 FR 57037). 


13Securities Act Release No. 6207, April 17, 1980 (45 
FR 27747). 


4In ASR No. 253, August 31, 1978 (43 FR 40688), . 
the Commission discussed its decision to seek the 
development of reserve recognition accounting, 
which would involve recognition of valuations of 
proved oil and gas reserves in the primary financial 
statements. 


‘The Commission notes that the ASB’s proposed 
SAS on “Supplementary Oil and Gas Reserve 
Quantity Information” (see note 7 supra) would 
apply to, and would extend the provisions of SAS No. 
27 generally to, the reserve information required by 
Regulation S-X when such information is included in 
an unaudited note to the financial statements. The 
Commission expects that the final SAS will reflect 
the action taken in ASR No. 277 and, accordingly, be 
made applicable to reserve information required by 
Rule 3-18 of Regulation S-X and reported as 
supplementary information. 


16SAS No. 27, paragraph 11. 
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The Commission believes that adoption of the 
proposed amendments will encourage the 
development of explicit reporting on supplementary 
financial information. In addition, the Commission 
expects that, if the proposed amendments are 
adopted and if explicit reports on unaudited 
supplementary information as to the effects of 
changing prices and as to oil and gas reserves are 
included in registration statements, directors and 
underwriters will continue to exercise due diligence 
in a vigorous manner with respect to such supple- 
mentary information. Directors and underwriters 
should not be able to claim in defense to a suit for 
damages under Section 1l(a) that these 


accountants’ reports were statements “purporting to 
be made on the authority of an expert. . .which they 
had no reasonable ground to believe were un- 
true. . .” under Section 11(b)(3)(C).!9 Directors and 
underwriters should be required, as has historically 


been the case with respect to unaudited information 
included in a registration statement, to demonstrate 
affirmatively under Section 11(b)(3)(A) that, after 
conducting a reasonable investigation, they had 
reasonable ground to believe, and did believe, that 
the supplementary information was true.?° 


Adoption of these amendments would foreclose 
both private actions and actions by the Commission 
against accountants pursuant to Section 11(a) of the 
Securities Act for their reports on required 
supplementary information as to the effects of 
Changing prices and as to oil and gas reserves used 
in connection with registration statements; however, 
the Commission could still take action against 
accountants for such reports pursuant to Section 
17(a) of the Securities Act.2! The Commission has 
utilized Section 17(a) as an alternate vehicle for 
securing many of the protections afforded under 





See, e.g., Securities and Exchange Commission 
Report to Congress on the Accounting Profession 
and the Commission’s Oversight Role, U.S. 
Government Printing Office, July 1979, pages 188- 
193. 


18See, e.g., id., pages 241-243. 


19Section 11(b)(3)(C) provides a defense to Section 
11(a) liability to every person named in Section 
11(a), other than an issuer, if such person sustains 
the burden of proof that 


as regards any part of the registration statement 
purporting to be made on the authority of an expert 
(other than himself) or purporting to be a copy of or 
extract from a report or valuation of an expert (other 
than himself), he had no reasonable ground to 
believe, and did not believe, at the time such part of 
the registration statement became effective, that the 
statements therein were untrue or that there was an 
omission to state a material fact required to be 
stated therein or necessary to make the statements 
therein not misleading, or that such part of the 
registration statement did not fairly represent the 
statement of the expert or was not a fair copy of or 
extract from the report or valuation of the expert. ... 


20Section 11(b)(3)(A) provides a defense to Section 
11(a) liability to every person named in Section 
11(a), other than an issuer, if such person shall 
sustain the burden of proof that 


as regards any part of the registration statement not 
purporting to be made on the authority of an expert 
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and not purporting to be a copy of or extract from a 
report or valuation of an expert, and not purporting to 
be made on the authority of a public official 
document or statement, he had, after reasonable 
investigation, reasonable ground to believe and did 
believe, at the time such part of the registration 
statement became effective, that the statements 
therein were true and that there was no omission to 
state a material fact required to be stated therein or 
necessary to make the statements therein not 
misleading. ... 


21Section 17(a) of the Securities Act provides in its 
entirety: 


It shall be unlawful for any person in the offer or sale 
of any securities by the use of any means or 
instruments of transportation or communication in 
interstate commerce or by the use of the mails, 
directly or indirectly— 


(1) to employ any device, scheme, or artifice to 
defraud, or 


(2) to obtain money or property by means of any 
untrue statement of a material fact or any omission 
to state a material fact necessary in order to make 
the statements made, in the light of the 
circumstances under which they were made, not 
misleading, or 


(3) to engage in any transaction, practice, or course 
of business which operates or would operate as a 
fraud or deceit upon the purchaser. 
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Section 11 of the Securities Act,* although there are 
significant differences between the two sections. 
Furthermore, accountants could be liable to 
investors and shareholders for their reports on this 
supplementary information under common law, 
state statutes, and the general antifraud provisions 
of the federal securities statutes. For example, a 
shareholder could bring an action under Section 
10(b) of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder, although the plaintiff will 
have the burden of proving scienter in that case.*° 
Directors and underwriters who relied on the 
accountants’ reports on changing prices or oil and 
gas reserve information could bring actions under 
other applicable laws. 


Ill. ACCOUNTANTS’ ACKNOWLEDGEMENTS AND 
ADDITIONAL DISCLOSURE 


While the proposed amendments would eliminate 
the requirement of Section 7 of the Act that 
accountants consent to the use of their reports on 
required supplementary information as to the 
effects of changing prices and as to oil and gas 
reserves, the Commission believes that independent 
accountants should acknowledge their awareness 
that such reports are being included ina registration 
statement. The Commission intends to adopt an 
amendment to the exhibit requirements applicable 
to appropriate forms for the registration of securities 


which would require issuers to file as an exhibit toa 
registration statement a letter from the independent 
accountants which acknowledges their awareness of 
the use in a registration statement of any of their 
reports which are not subject to the consent 
requirement of Section 7. If the proposed 
amendments are adopted, this amended exhibit 
requirement would therefore require an 
acknowledgement whenever an issuer makes use in 
a registration statement of a report on required 
supplementary information as to the effects of 
changing prices or as to oil and gas reserves.” 


If the proposed amendments are adopted and 
accountants’ reports on supplementary information 
are included in registration statements, the 
Commission believes that disclosure which clarifies 
the distinction between the role of accountants in 
preparing such reports as opposed to their role in 
certifying financial statements is needed in order to 
fully inform investors. Such disclosure would correct 
any misleading implication about the extent of 
accountants’ involvement which might otherwise 
arise from the inclusion of both a report on the 
required supplementary information and a 
certification in a registration statement and thus 
satisfy the requirements of Rule 408 of Regulation C 
under the Securities Act. Accordingly, the 
Commission expects that, if the proposed 
amendments are adopted, a prospectus which 





22With respect to Commission enforcement actions, 
Section 17(a) has generally been interpreted by the 
courts to impose civil liability without scienter. 
Securities and Exchange Commission v. World Radio 
Mission, 544 F.2d. 535 (1st Cir. 1976); Securities 
and Exchange Commission v. Coven, 581 F.2d 1020 
(2d Cir. 1978), cert. denied, 47 U.S.L.W. 3568 
(1979); Securities and Exchange Commission v. 
Aaron, CCH Fed. Sec. L. Rep. para 96,800 (2d Cir. 
1979), cert. granted, October 15, 1979, Docket 
Number 79-66; Securities and Exchange 
Commission v. American Realty Trust, (1978) CCH 
Fed. Sec. L. Rep. para 96,605 (4th Cir. 1978). 
Therefore, insofar as material misstatements or 
omissions are made by accountants in reports on 
required supplementary information used in 
registration statements, the Commission may take 
appropriate enforcement action against such 
accountants under Section 17(a). Of course, where 
an accountant’s report is found to be fraudulent, and 
the fraud has occurred in connection with the 
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purchase or sale of a security, civil liability would 
also arise pursuant to Section 10(b) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78j(b), and Rule 
10b-5 thereunder, 17 CFR 240.10b-5. See, e.g., Blue 
Chip Stamps v. Manor Drug Stores, 421 U.S. 723 723 
(1975). 


23See Ernst & Ernst v. Hochfelder, 425 U.S. 185 
(1976). 


4The Commission has proposed amendments to 
Regulation S-K and certain forms for the registration 
of securities under the Securities Act of 1933 in 
order to integrate the exhibit filing requirements and 
eliminate certain exhibit filing requirements. 
Securities Act Release No. 6149, November 16, 
1979 (44 FR 67143). The exhibit filing requirement 
discussed above will be adopted at the same time as 
final action is taken on the amendments to the 
exhibit requirements proposed in Securities Act 
Release No. 6149. 
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includes a discussion about the accountants’ 
involvement in a registration statement should 
clarify that reports on required supplementary 
information as to the effects of changing prices oras 
to oil and gas reserves included in such registration 
statement are not “reports” or “parts” of the 
registration statement within the meaning of 
Sections 7 and 11 of the Securities Act. In addition, 
the prospectus should state specifically that the 
independent accountants’ Section 11 liability does 
not extend to such reports. 


IV. GENERAL RULE REGARDING SUPPLEMENTARY 
INFORMATION 


The Commission understands that the 
establishment by the ASB of a general explicit 
reporting requirement may be desirable in 
promoting consistency in reporting on new types of 
supplementary financial information and in 
ensuring timeliness of reporting requirements as 
new types of supplementary information are 


required. Furthermore, the Commission recognizes 
that the ASB may be encouraged to establish a 
general standard for explicit reporting on supple- 
mentary financial information if the Commission 
establishes a general rule concerning liability. 


The Commission, thus, is looking toward the 
possibility of a general framework which provides a 
proper link between auditor liability and 
responsibility. The inclusion by public companies of 
supplementary unaudited financial information 
within their annual reports and other public 
documents is a new and evolving area of disclosure 
and one which the Commission has been 
encouraging. The accounting profession is 
participating in the development of meaningful 
supplementary financial information through the 
establishment of standards by the FASB and through 
limited reviews of the supplementary information 
conducted by companies’ independent auditors. 
The Commission believes that accountants should 
report explicitly on the supplementary information, 
but also recognizes that their exposure to liability for 
such reports must be consistent with 
responsibilities which they assume. 


Accordingly, in the near future, the Commission 
intends to issue a concept release which invites 
comments on whether the Commission should 
develop such a general rule. In addition, comment 
will be invited on the appropriate approach to the 
liability issue if a general rule should be developed. 
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Two alternate approaches may be discussed: (i) a 
general exemptive rule, similar to the amendments 
proposed herein, which would exclude from the 
definition of a “report” for purposes of Sections 7 and 
11 of the Securities Act all reports on supplementary 
financial information; and (ii) a general definitional 
rule which would define “reasonable investigation” 
for purposes of an accountant’s defense to liability 
for such reports under Section 11 of the Securities 
Act and “reasonable grounds for belief” for purposes 
of the defense of other persons to liability for such 
reports under Section 11. 


V. AUTHORITY FOR PROPOSED AMENDMENTS 


The proposed amendments would be promulgated 
pursuant to Section 19(a) of the Securities Act of 
1933 which grants the Commission authority to 
define “accounting, technical and trade terms used 
in this title.” 


VI. REQUEST FOR COMMENTS 


All interested persons are invited to submit their 
views and comments on the foregoing in triplicate to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549 on 
or before June 30, 1980. Such communications 
should refer to File S7-834 and will be available for 
public inspection. 


In ASR No. 274, the Commission emphasized that 
adoption of the rule excluding accountants from 
potential liability under Section 11 of the Securities 
Act with respect to unaudited interim financial 
information is not its final view as to the proper 
resolution of the issue of Section 11 liability for 
reports by accountants containing limited 
assurances based on procedures less extensive than 
audits. The Commission, accordingly, specifically 
solicits the views of registered companies, 
shareholders, directors, underwriters, accountants 
and their respective counsel, as well as other 
interested parties, as to whether exclusion of 
potential Section 11 liability for reports issued by 
accountants based upon reviews less extensive than 
audits is appropriate and desirable in these 
circumstances. In addition, the Commission invites 
comments on whether this proposed action may 
affect the ability of directors and underwriters to 
meet their due diligence defense under Section 
11(b)(3)(A) and whether more appropriate 
alternative approaches to this issue exist. 
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Vil. TEXT OF PROPOSED RULE 


In consideration of the foregoing, it is proposed to 
amend 17 CFR Chapter II as follows: 


Part 230 of Chapter I! of the Title 17 of the Code of 
Federal Regulations is proposed to be amended by 
revising paragraph (c) and adding paragraphs (e) 
and (f) to §230.436 as follows: 


PART 230—GENERAL RULES AND REGULATIONS, 
SECURITIES ACT OF 1933 


§230.436 Consents required in special cases. 


* * KK 


(c) Notwithstanding the provisions of paragraph (b), 
the following reports issued by independent 
accountants shall not be considered a part of a 
registration statement prepared or certified by an 
accountant or a report prepared or certified by an 
accountant within the meaning of sections 7 and 11 
of the Act: 


(1) A report on unaudited interim financial 
information as defined in paragraph (d) below, 


(2) A report on unaudited supplementary 
information as to the effects of changing prices as 
defined in paragraph (e) below; and 


(3) Areport on unaudited supplementary oil and gas 
reserve information as defined in paragraph (f) 
below. 


(d) (No Change) 
(e) The term “report on unaudited supplementary 


information as to the effects of changing prices” 
shall mean a report which consists of the following: 


(1) An identification of the specific supplementary 
information as to the effects of changing prices to 
which procedures have been applied; 


(2) A brief description of the procedures; 


(3) A statement that the information is not part of the 
financial statements and is not audited; and 


(4) A statement about whether the accountant is 


aware of any material modifications that should be 
made to the information for it to conform with 
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guidelines established by the Financial Accounting 
Standards Board. 


(f) The term “report on unaudited supplementary oil 
and gas reserve information” shall mean a report 
which consists of the following: 


(1) An identification of the specific supplementary 
oil and gas reserve information to which procedures 
have been applied; 


(2) A brief description of the procedures; 


(3) A statement that the information is not part of the 
financial statements and is not audited; and 


(4) A statement about whether the accountant is 
aware of any material modifications that should be 
made to the information for it to conform with 
guidelines established by the Financial Accounting 
Standards Board or with reporting requirements 
established by the Commission in Rule 3-18 of 
Regulation S-X. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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TEMPORARY SUSPENSION OF THE REGULATION A 
EXEMPTION OF ELECTRONIC CONTROL SYSTEMS, 
INC. 


The Securities and Exchange Commission has 
issued an order temporarily suspending the 
Regulation A exemption from registration under the 
Securities Act of 1933 with respect to a proposed 
merger between Electronic Control Systems, Inc. 
(“issuer”) of Fairmont, West Virginia and Fairmont 
Building and Investment Company (“FB&l”), 
Fairmont, West Virginia. 


According to the order, the Commission has reason 
to believe that: (a) the issuer’s offering circular 
contains misleading statements and omits to state 
material facts necessary in order to make the 
statements made, in light of the circumstances 
under which they were made, not misleading, 
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particularly with respect to the basis upon which the 
exchange ratio for the proposed merger was 
determined, the occupancy rate during 1978 and 
1979 of the properties owned by FB&I and the cost 
per share of a controlling block of FB&I stock which 
the issuer purchased in May, 1978; and (b) the 
offering, if made, would be in violation of Section 17 
of the Securities Act of 1933, as amended. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16766/April 25, 1980 


The Securities and Exchange Commission 
announced, pursuant to Section 12(k) of the 
Securities Exchange Act of 1934 (“Exchange Act”), 
the single ten-day suspension of exchange and over- 
the-counter trading for the period commencing at 
9:45 a.m. April 25th, 1980 and terminating at 
midnight on May 4th, 1980 of the securities of Itel 
Corporation (“Itel”), a Delaware corporation located 
at One Embarcadero Center, San Francisco, 
California 94111. 


The Commission initiated the suspension of trading 
in the securities of Itel because of the lack of current 
adequate and accurate public information about the 
company’s operations and financial condition in that 
Itel has failed to file with the Commission its Annual 
Report on Form 10-K for its fiscal year ended 
December 31, 1979. 


The Commission cautions brokers, dealers, 
shareholders and prospective purchasers that they 
should carefully consider the foregoing information 
along with all other currently available information 
and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be aware 
of the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of such rule. If any broker or dealer has 
any questions as to whether or not he has complied 
with such rule, he should not enter any quotation but 
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immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with such rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of such rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16767/April 28, 1980 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 
San Francisco, CA 94104 


(SR-PSE-80-1) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 12, 1980, the Pacific Stock Exchange 
Incorporated (“PSE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which adopts a set of rules that would 
conform its rules on arbitration! to the Uniform Code 
of Arbitration (“Code”)? which was drafted by the 
Securities Industry Conference on Arbitration 
(“SICA”)? and which provides arbitration procedures 
for the settlement of disputes arising between 
customers and broker-dealers. The proposal deletes 





1For the PSE’s former arbitration rules, see PSE Rule 
XII. PSE Manual (CCH) paras 5300-5345, at pages 
3127-3127.7. 


2The Code was published on December 28, 1979, as 
the Second Report of the Securities Industry 
Conference on Arbitration to the Securities and 
Exchange Commission. 


3The SICA was organized on April 5, 1977, pursuant 
to the Commission’s stated position that there was a 
need to implement a nationwide investor dispute 
resolution system. See Securities Exchange Act 
Release No. 12528 (June 9, 1976), 9 SEC Docket 


SEC DOCKET/1297— 





or amends the existing PSE arbitration rules and 
adopts the entire Code as new PSE Rule XII. The 
proposal incorporates the simplified arbitration 
procedures that were drafted by the SICA and 
adopted by the PSE on June 22, 1978,* regarding 
small claims not exceeding $2500.5 Additionally, the 
new arbitration rules will apply to claims between 
PSE members as well as to claims against members 
raised by customers and non-members.® 


The purpose of this proposal is to provide investors 
with a simple and inexpensive procedure for 
resolution of their controversies with broker-dealers 
who are members of the PSE. Further, the proposal 
anticipates that the Code will be adopted by other 
self-regulatory organizations thereby providing a 
uniform system of arbitration throughout the 
securities industry.’ 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by issuance of a Commission Release 
((Securities Exchange Act Release No. 16706 


(March 28, 1980), 19 SEC Docket 1090 (April 15, 
1980)), and by publication in the Federal Register 45 
FR 23563 (April 7, 1980). No comments were 
received with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges and, in 
particular, the requirements of Section 6(b)(5) of the 
Act that the rules of an exchange be designed to 
promote just and equitable principles of trade.® 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








Footnote 3 continued 


833 (June 23, 1976), 41 FR 23803 (June 11, 1976); 
Securities Exchange Act Release No. 13470 (April 


26, 1977), 12 SEC Docket 186 (May 10, 1977), 42 FR 
23892 (May 11, 1977). 


The SICA members consist of: the American Stock 
Exchange, Inc.; the Boston Stock Exchange, 
Incorporated; the Chicago Board Options Exchange, 
Incorporated; the Cincinnati Stock Exchange; the 
Midwest Stock Exchange, Incorporated; the 
Municipal Securities Rulemaking Board; the 
National Association of Securities Dealers, Inc.; the 
New York Stock Exchange, Inc.; the Pacific Stock 
Exchange tncorporated; the Philadelphia Stock 
Exchange, Inc., as well as the Securities Industry 
Association and three public representatives. 


‘Securities Exchange Act Release No. 14881, 15 SEC 


Docket 103 (July 5, 1978), 43 FR 28278 (June 29, 
1978). 


5See new PSE Rule XII, Section 2. 


®See new PSE Rule XII, Section 1(a). 


7The Code has already been adopted by the New 
York Stock Exchange, Inc. ((Securities Exchange Act 
Release No. 16290 (November 30, 1979), 18 SEC 
Docket 1197 (December 18, 1979)); the Cincinnati 
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Stock Exchange ((Release No. 16472 (January 22, 
1980), 45 FR 2722 (January 14, 1980)); the 
American Stock Exchange, Inc. ((Release No. 16502 
(January 16, 1980), 19 SEC Docket 326 (January 29, 
1980), 45 FR 5863 (January 24, 1980)); the Midwest 
Stock Exchange, Incorporated ((Release No. 16503 
(January 16, 1980), 19 SEC Docket 327 (January 29, 
1980), 45 FR 5860 (January 24, 1980)); the 
Municipal Securities Rulemaking Board ((Release 
No. 16570 (February 13, 1980), 19 SEC Docket 573 
(February 26, 1980), 45 FR 11291 (February 20, 
1980)); the Chicago Board Options Exchange, 
Incorporated ((Release No. 16606 (February 25, 
1980), 19 SEC Docket 759 (March 11, 1980), 45 FR 
15352 (March 10, 1980)); and the Boston Stock 
Exchange, Incorporated ((Release No. 16671 
(March 17, 1980), 19 SEC Docket 922 (April 1, 
1980), 45 FR 19705 (March 26, 1980)). 


8The Commission emphasizes, however, that 
notwithstanding the proposed rule change, 
arbitration clauses contained in customers’ 
agreements that purport to bind customers to 
arbitrate all future disputes raising claims under the 
federal securities laws cannot be enforced against 
those customers who choose to obtain a judicial 
determination of such claims. See Securities 
Exchange Act Release No. 15984 (July 2, 1979), 17 
SEC Docket 1167 (July 17, 1979), 44 FR 40462 (July 
10, 1979). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16768/April 29, 1980 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 

San Francisco, CA 94104 

(SR-PSE-79-14) 


ORDER APPROVING PROPOSED RULE CHANGE 


On February 25, 1980, the Pacific Stock Exchange 
Incorporated (“PSE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change which would adopt, as PSE 
Rule XX, detailed rules for conducting its disciplinary 
proceedings.! 


The proposed rule change would extend the PSE’s 
disciplinary jurisdiction over any PSE member, 
member organization, or any persons associated 
with a member or member organization following 
termination of membership or association with a 
member, with respect to matters that occurred prior 


1Such rules are required by the Securities Acts 
_Amendments of 1975. See Section 6(b) of the Act, 
17 U.S.C. 78f(b). 





2Proposed PSE Rule XX, Section 1. 


3ld., Section 2. 


4Id., Section 3. Proposed Section 6 would permit a 
respondent to submit an offer of settlement. 


SId., Section 3, 4. 

S/d., Section 8(b) 

7Id., Sections 8(c), (d). 
8id., Sections 2, 4. 


9Id., Section 10(b).02. See PSE Rule VI, Sections 39, 
84 and PSE Equity Floor Procedure Advice 1-A for the 
review procedures that apply to Floor Citations. See 
also, File No. SR-PSE-79-18, concerning PSE floor 
decorum, which was approved by the Commission 
on January 18, 1980 ((Securities Exchange Act 
Release No. 16515, 19 SEC Docket 366 (February 5, 
1980), 45 FR 5870 (January 24, 1980)). 
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to such termination, provided that the PSE gives 
notice of its inquiry into the matter to the member or 
associated person within one year of such person's 
notice of termination.? The proposed rule change 
would permit the PSE to conduct investigations of 
possible violations upon the receipt of a complaint 
filed by a member or any other person? and would 
provide for the institution of disciplinary proceed- 
ings by the issuance of a statement of charges 
specifying the acts alleged to be in violation.’ A 
respondent would have an opportunity to file an 
answer to the charges and to request a hearing by a 
panel of the PSE’s Hearing Committee.5 A decision 
by the Hearing Committee would be subject to 
review by an Appeals Committee,® and the PSE’s 
Board of Governors could review a decision of the 
Hearing Committee or the Appeals Committee on its 
own initiative.’ A member or associated person 
would be entitled to representation by counsel 
throughout any investigation and in any subsequent 


_ disciplinary proceeding.® 


The proposed hearing and review procedures, 
however, would not apply to Floor Citations issued for 
violation of rules, policies, or procedures adopted by 
the PSE where the fines are $500 or less. Floor 
Citations, which are issued summarily, are governed 
by a different set of PSE rules.? 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by issuance of a Commission Release 
(Securities Exchange Act Release No. 16658 (March 
14, 1980), 19 SEC Docket 915 (April 1, 1980)) and 
by publication in the Federal Register (45 FR 18542 
(March 21, 1980)). No comments were received 
with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to a national securities exchange and, in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 

Regulation pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16769/April 30, 1980 


DENIAL OF PETITION FOR RULEMAKING CON- 
CERNING DISCLOSURE OF RELATIONSHIPS 
BETWEEN ATTORNEYS AND REGISTRANTS 


ACTION: Denial of Petition. 


SUMMARY: The Commission today issued a release 
announcing its denial of a rulemaking petition 
submitted by the Institute for Public Representation 
which would have required disclosure of certain 
information concerning the relationships between 
registrants and their counsel as well as disclosure 
concerning resignations and dismissals of 
registrant's general counsel or any securities 
counsel. 


FOR FURTHER INFORMATION CONTACT: Amy L. 
Goodman (202) 272-2597 or Gregory H. Mathews 
(202) 272-2589, Division of Corporation Finance, 
Securities and Exchange Commission, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today issued a release 
announcing its denial of the Petition for Rulemaking 
submitted by the Institute for Public Representa- 
tion (the “Institute”) published in Release No. 34- 
16045, July 25, 1979 [44 FR 44881, July 31, 1979]. 
The proposed rules would have required disclosure 
of certain information concerning the relationships 
between registrants and their counsel as well as 
disclosure concerning resignations or dismissals of 
a registrant’s general counsel or any securities 
counsel. 


The Commission’s Secretary today has transmitted a 
letter to the Institute setting forth the reasons the 
Commission determined to deny the Institute’s 
petition for rulemaking. In view of the extensive 
interest and concern engendered by the Institute’s 
petition, a copy of the letter is attached. 


Although the Commission has determined to deny 
the petition, it believes that the public comment 
process has served several worthwhile purposes. 
First, there were a large number of comments about 
the broader issues and concerns related to the 
Institute’s petition for rulemaking. Second, although 
critical of a government imposed requirement, the 
corporate commentators seemed to agree that 
establishing some kind of information system 
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related to corporate legal compliance is desirable. In 
this connection, commentators viewed 
experimentation with alternative approaches as the 
best way to discover the most effective information 
systems. The descriptions of existing information 
systems submitted by several corporate 
commentators may be instructive to others. Finally, 
there was considerable support for the proposition 
that the board of directors should obtain and use this 
type of information to monitor corporate conduct 
effectively. 


The comments of attorneys and bar organizations 
makes it clear that the legal profession also is 
devoting a great deal of attention to the complex 
relationship between attorneys and their corporate 
clients. Revision of the Code of Professional 
Responsibility, which is currently underway, may 
provide further guidance concerning the 
professionai responsibilities of corporate counsel. 


The Commission will continue to monitor 
developments in this area. If the Commission 
determines to consider rulemaking in this area inthe 
future, it will have benefited from the information 
generated by this comment process. Therefore, the 
Commission wishes to thank all those who went to 
considerable effort and expense in sharing their 
experiences, insights and concerns. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





Attachment 


April 30, 1980 


Mr. Charles R. Halpern 

Director 

Institute for Public Representation 
Georgetown University Law Center 
600 New Jersey Avenue, N.W. 
Washington, D.C. 20001 


RE: Petition For Rulemaking dated November 22, 
1978 


Dear Mr. Halpern: 


This is in response to your petition for rulemaking of 
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November 22, 1978, (the “petition”) requesting that 
the Commission adopt rules concerning disclosure 
of certain information about relationships between 
attorneys and registrants. 


The proposed rules would (1) require all registrants 
to include in their Form 10-K a certificate stating that 
the board of directors has received and taken 
appropriate action on reports from all employed or 
retained attorneys of violations or probable 
violations of law; (2) require all registrants to file 
copies with the Commission of written agreements 
delineating the relationships between the company 
and attorneys which it retains, and (3) require that in 
the event a registrant’s general counsel or securities 
counsel resigns or is dismissed the company must 
report the resignation on Form 8-K, including, if 
requested, the attorney’s comment(s). The 
Commission has determined to deny your petition. 
This letter shall constitute a brief statement of the 
grounds for such denial. 


As you know, the Commission published the petition 
for public comment on July 25, 1979 (Securities 
Exchange Act Release No. 16045). In doing so, the 
Commission stated that it took no position, tentative 
or otherwise, with respect to the proposals. However, 


the Commission indicated that, whatever its final 
determination as to the proper disposition of the 
petition, “the publication of these proposals may 
increase awareness by attorneys of their 
responsibilities and may encourage boards of 
directors to continue to review carefully the proper 
role of attorneys.” Approximately 300 individuals 
and organizations submitted written comments, 
including several groups that traditionally have not 
participated in the public comment process. While 
most commentators opposed the Institute’s specific 
suggestions and any rulemaking by the Commission 
in this area, they discussed various ways in which 
corporations are dealing with the problems raised in 
the petition. 


The commentators expressed substantial 
misgivings with respect to the timing, substance and 
operation of the rules. First, many commentators 
stated that there was no showing that existing 
information systems are inadequate. In this regard, 
it was argued that boards of directors can obtain this 
type of information today if they want to; in fact, a 
number of corporate commentators described 
existing information systems relating to legal 
compliance. 
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Second, a majority of commentators opined that it 
would be inopportune to promulgate any rule at this 
time which might affect the nature of the obligations 
of attorneys to make appropriate disclosure of 
corporate illegalities they discover. These 
commentators observed that many of the questions 
apparently giving rise to the Institute’s proposals 
already are being addressed in a variety of forums in 
the private sector. In particular, they stated that the 
outcome of the consideration currently being given 
to revision of the Code of Professional Responsibility 
could further clarify the nature of an attorney’s 
responsibilities in this area, thereby eliminating any 
need for the Commission to adopt rules designed to 
achieve the same purpose.! 


Third, a majority of the commentators believed that 
adoption of the proposed rules at this time would be 
counterproductive because of their detrimental 
effects upon the attorney-client relationship. It was 
argued that requiring attorneys to report directly to 
the board of directors would stifle the flow of 
communication between attorneys and 
corporations’ employees, thereby diminishing the 
quality of resulting legal opinions and actually 
increasing the possibility of illegal corporate activity. 


Fourth, the commentators put forth numerous 
objections with respect to the unworkability of each 
section of the proposed rules.2 Commentators 
considered Section 1 to be ambiguous and 
impractical. Certain phrases contained in the 
proposed rules were not defined and were viewed by 
commentators as susceptible to varying, 
inconsistent interpretations. Yet comprehension of 
each phrase appears to be essential to effective 
implementation of Section 1. Even some who 
supported the general thrust of the section 
acknowledged these interpretive problems and 





1See, Section 1.13 of the January 30, 1980 draft, 
American Bar Association, Committee on the 
Evaluation of Professional Standards, Model Rules of 
Professional Conduct 40-46. 


2With the commitment of extensive resources, it 
might be possible to redraft some parts of the 
proposals in a manner that would eliminate or 
minimize many of the interpretive problems. 
Nevertheless, given the inherent ambiguity of 
several of the terms it would likely be impossible to 
resolve all the difficulties without abandoning 
substantial portions of your proposals. 
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proposed alternative language which, although 
helpful, would not eliminate all of the difficulties. In 
addition, many questioned the feasibility of 
requiring the board to review and act upon 
numerous attorney reports given its many other 
responsibilities, the extensive study some reports 
might require, the uncertain state of the law in some 
areas of corporate activity,’ and the responsibilities 
of the corporation’s chief legal officer. 


With regard to Section 2, commentators stated that 
agreements with outside attorneys are rarely in 
written form and that it would be exceedingly 
difficult to compose an agreement, as required by 
Section 2, that would describe meaningfully every 
aspect of the relationship between the corporation 
and each outside counsel. Moreover, they asserted it 
would be inappropriate to specify in advance 
counsel’s obligations upon discovering illegal or 
probably illegal corporate conduct without knowing 
the exact nature of the conduct in question. Some 
argued that these problems would induce 
corporations to use “boilerplate” language in 
agreements which would not be helpful to anyone. 


A majority of those commenting on Section 3 
believed the requirement that issuers disclose the 
circumstances surrounding every resignation or 
termination of designated attorneys would produce 
a flood of irrelevant information that might further 
discredit terminated attorneys while masking the 
material disagreements between registrant and 
attorney which arise infrequently. Several com- 
mentators compared the section to the 
Commission’s rule concerning disclosure of a 
change in independent accountants which requires 





3During the comment period the Institute suggested 
an alternative, two-tiered information system to 
channel attorney reports through the registrant’s 
general counsel to the board. This might relieve 
some of the burdens the proposed rules would 
otherwise impose on the board. However, because of 
the highly structured, formalized nature of the 
proposed rules, it seems that many new 
administrative burdens merely would be shifted 
from the board to the general counsel, while the 
most intractable questions would still be considered 
by the board. 
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disclosure of the surrounding circumstances only 
where the change involved a disagreement, which, if 
not resolved to the satisfaction of the former 
accountant, would have called for a reference to the 
disagreement in the accountant’s report. Com- 
mentators also contended that Section 3 might 
compel public disclosure of privileged communica- 
tions and might inhibit needed changes in counsel. 


The Commission specifically invited comments on 
the costs to registrants and others of compliance 
with the Institute’s proposed rules. A number of 
commentators noted the uncertainties involved in 
any attempt to predict the additional costs 
associated with the generation and review of annual 
reports from each retained counsel, the preparation 
of the required written agreements between the 
corporation and each outside attorney and the 
preparation and filing of a Form 8-K for each 
separation of a designated attorney. Nevertheless, 
many commentators believed the proposals, if 
adopted, would impose costs well in excess of any 
benefits, particularly in light of the practical 
problems they identified. One large public company 
estimated that the minimum first year cost of 
compliance with Sections 1 and 2 would be over 
$250,000. Although the costs might decline in 
subsequent years, the proposed rules might impose 
a significant additional regulatory burden on 
reporting corporations. 


The Commission believes that companies and the 
legal profession currently are devoting considerable 
attention to many of the issues raised in the 
Institute’s petition. The business community is 
focusing on the role and responsibilities of the board 
of directors, including problems relating to 
information flow to the board. Moreover, the 
American Bar Association and its Commission on 
Evaluation of Professional Standards is addressing 
issues of professional responsibility related to the 
petition. For example, that Commission is holding 
public hearings on its Discussion Draft of Model 
Rules of Professional Conduct which deals with the 
issue of when a lawyer in, or for, an organization 
should refer a matter to a higher authority. 


In light of the concerns expressed by the com- 
mentators, particularly with respect to the 
impracticability of the proposal and its effect on 
attorney-client relationships, and the initiatives in 
this area being taken by the legal profession and the 
business community, the Commission does not 
believe it would be appropriate, at this time, to 
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consider further the rules proposed by the Institute.’ 
Moreover, to modify the proposals sufficiently to 
meet the practical problems identified above, 
assuming it is possible, would require a significant 
amount of staff time and effort. As you know, the 
Commission's staff resources are greatly limited and 
are being devoted at present to other projects. The 
Commission will continue to monitor develop- 
ments in this area and will, of course, bring 
enforcement actions or disciplinary proceedings in 
appropriate cases. 


lf the Commission determines to consider 
rulemaking in this area in the future, it will certainly 
have benefited from the information generated by 
this comment process. Therefore, the Commission 
wishes to thank the Institute for its concern and 
efforts in this important area. 


For the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16770/April 30, 1980 


STOCK OPTIONS 
ACTION: Proposed rulemaking. 


SUMMARY: The Commission is publishing for 
comment a proposed amendment to Rule 16b-3 
under the Securities Exchange Act of 1934 that 
would exempt from the short-swing profit recovery 
provisions of Section 16(b) of the Act the delivery of 
stock by an officer or director upon the exercise of an 
employee stock option. In addition, the Commission 
is proposing to amend the caption for rule 16b-3 to 
reflect the broadened coverage of the rule. The 
proposed changes are being published as a result of 
several requests from the public that the 
Commission provide relief from Section 16(b) forthe 
use of stock as payment for the exercise of employee 
stock options. 





4In view of the Commission’s determination to deny 
the petition for the reasons set forth herein, the 
Commission expresses no conclusions with respect 
to its authority to adopt this type of rule. 
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DATE: Comments should be submitted on or before 
June 9, 1980. 


ADDRESS: Comments should refer to File No. S7- 
833 and should be submitted in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, N.W., 
Washington, D.C. 20549. All comments received will 
be available for public inspection and copying in the 
Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Michael 
R. Kargula or Peter J. Romeo, Division of Corporation 
Finance, Securities and Exchange Commission, 
Washington, D.C. 20549, (202) 272-2573. 


SUPPLEMENTARY INFORMATION: On April 27, 
1979, the Internal Revenue Service issued a ruling 
which held that an employee could deliver stock 
already owned by him as payment for the exercise of 
an employee stock option without recognizing any 
taxable gain on the unrealized appreciation of the 
delivered shares.! Pursuant to this ruling, the 
optionee is not taxed on the difference between his 
cost basis for the old shares and their market value 
on the date of delivery, even though the delivered 
shares are valued at their current market price for 
purposes of paying all or part of the option price. 


In essence, the IRS ruling in many instances permits 
an employee who uses stock to exercise a stock 
option to acquire, without any cash outlay, not onlya 
number of shares equal in all respects to the 
surrendered shares but also additional shares equal 
to the difference between the option price and the 
market price at the time of exercise.? The tax and 
other advantages flowing from this ruling, however, 
are for all practical purposes not presently available 
to officers and directors of issuers which havea class 
of equity securities registered under Section 12 of 
the Securities Exchange Act of 1934 (“1934 Act”) 
[15 U.S.C. 78a et seq.]. Such persons are subject to 





1CCH Standard Federal Tax Reporter, para 6979. The 
ruling dealt with non-qualified stock options. 


2For example, if a person who holds an option for 200 
shares at an exercise price of $10 per share decided 
to exercise the option when the stock was trading at 
$20 a share, he could do so by delivering 100 shares 
previously acquired by him (with a value of $2,000) 
for the 200 shares under the option. 
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Section 16(b) of the 1934 Act, which allows an issuer 
to recover any profits realized by its officers and 
directors on any purchase and sale, or sale and 
purchase, of the issuer’s equity securities occurring 
in a period of less than six months. Since the delivery 
of stock upon exercise of an option could be 
considered a “sale” to the issuer, and the acquisition 
of stock as a result of exercising the option could be 
deemed a “purchase,” the profit on the combined 
sale and purchase would be recoverable by the 
issuer under Section 16(b) because it occurred ina 
period of less than six months. 


In recent months, the Commission and its staff have 
received a number of informal requests, as well as a 
formal rulemaking petition,? that it provide 
exemptive relief from Section 16(b) for the delivery 
of stock upon the exercise of a stock option. In this 
regard, Section 16(b) grants authority to the 
Commission to exempt by rules and regulations any 
transaction or transactions which it believes are not 
comprehended within the purpose of that section. 
The Commission has exercised its exemptive 
authority under Section 16(b) on’ numerous 
occasions in the past, as evidenced by the various 
rules it has adopted under that section. 





3The rulemaking petition was submitted under Rule 
4(a) of the Commission’s rules of Practice [17 CFR 
201.4(a)] by the firm of Rodden and Marshall on 
March 4, 1980 on behalf of Consolidated Oil & Gas, 
Inc. Requests of a similar nature were received in 
writing from Messrs. Jesse Brill, Warren 
Grienenberger, John Bitner, and Monty Barber. 
Moreover, many members of the public have 
expressed the view in telephone conversations with 
the staff that the Commission should provide the 
type of relief being proposed herein. 


“Generally, the purpose of Section 16(b) is to prevent 
insiders from unfairly utilizing confidential 
information to profit from short-term trading 
transactions in an issuer's securities. 


°Release Nos. 34-13097 (December 22, 1976) [42 
FR 755] and 34-13659 (June 22, 1977) [42 FR 
33283]. 


®Both the use of stock to exercise an option and the 
exercise of a stock appreciation right for securities 
result in the acquisition of additional stock without 
any out-of-pocket expense on the basis of a pre- 
selected measure of appreciation. 
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Those persons who have requested exemptive relief 
have stated that the use of already-owned stock to 
exercise a stock option does not present an 
opportunity for the abuses which Section 16(b) is 
designed to prevent.* The Commission, to some 
extent, has previously recognized this view by its 
prior adoption of amendments to Rule 16b-3 [17 
CFR 240.16b-3] exempting from Section 16(b) 
certain transactions involving stock appreciation 
rights. The use of already-owned stock to exercise a 
stock option is in substance another form of stock 
appreciation right® and does not appear to present 
any more opportunity for speculative abuse than 
stock appreciation rights payable in securities. 


Under the circumstances, the Commission believes 
it is appropriate to propose the adoption of an 
amendment to Rule 16b-3 that would provide the 
requested exemptive relief. Rule 16b-3 exempts 
from Section 16(b) certain transactions occurring 
under specified type sof employee benefit plans. It 
reflects the Commission’s recognition that without 
such an exemption the legitimate use of the types of 
plans covered by it as a means of executive 
compensation would be largely frustrated. Because 
of the safeguards inherent in the rule, such as the 
requirements for shareholder approval of the plan 
and disinterested plan administrators, the 
opportunities for abuse under it are slight. 


The proposed amendment would appear in the first 
sentence of Rule 16b-3 and would exempt “any 
surrender or delivery to the issuer of securities of the 
issuer pursuant to the exercise of an option for 
securities of the same class.” It should be noted that 
the amendment would exempt only the stock 
delivered to the issuer upon the exercise of an 
option. Stock acquired by the optionee upon such an 
exercise would not be exempt from Section 16(b) 
just as stock acquired upon the exercise of a stock 
appreciation right is not exempt under the rule. This 
is generally due to the fact that insiders usually can 
control the timing of the exercise of an option (or a 
stock appreciation right, for that matter) and thus 
can take unfair advantage of inside information if 
they are allowed to acquire stock pursuant to an 
option and then immediately resell it to the public 
without Section 16(b) consequences. Thus, stock 
acquired in a transaction covered by the proposed 
amendment could be matched under Section 16(b) 
against any sales of such stock occurring within less 
than six months before or after the acquisition. 
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OTHER MATTERS 


The caption for Rule 16b-3 indicates that the rule 
covers “acquisitions of shares of stock and stock 
options and stock appreciation rights under certain 
stock incentive, stock option or similar plans.” 
Because the proposed amendment described above 
would expand the rule to cover certain dispositions 
of stock, the caption would no longer reflect the 
contents of the rule if the amendment were adopted. 
Accordingly, as a related matter, the Commission is 
proposing to change the caption for Rule 16b-3 to 
state that the rule exempts from Section 16(b) 
“certain transactions occurring under employee 
benefit plans.” 


In addition to the foregoing, the Commission is 
aware that the proposed amendment to Rule 16b-3 
described herein would, if adopted, raise the 
question whether an amendment to an existing 
stock option plan allowing the delivery of already- 
owned stock upon exercise of an option would be a 
material amendment requiring shareholder 
approval under paragraph (a) of the rule.’ The 
Commission is of the view that such an amendment 
would not be material and therefore would not 
necessitate shareholder approval, since it would not 
result in any additional remuneration for directors 
and officers not already contemplated by such a 
plan. Instead, it would simply allow issuers to revise 
the form of consideration acceptable for the exercise 
of options. The Commission welcomes any 
comments on this view that interested persons may 
wish to submit. 


TEXT OF PROPOSED AMENDMENTS 


17 CFR Part 240 is proposed to be amended by 
revising the introductory paragraph of §240.16b-3 to 
read as follows: 


§240.16b-3 Exemption from section 16(b) of certain 
transactions occurring under employee benefit 
plans. 


Any acquisition of shares of stock (other than stock 
acquired upon the exercise of an option, warrant or 





7Rule 16b-3(a) states at the end thereof that any 
amendment to a plan must be approved by 
shareholders “if the amendment would: (A) 
materially increase the benefits accruing to 
participants under the plan... .” 
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right) pursuant to a plan as defined in paragraph 
(d)(1) hereof, or any acquisition, expiration, 
cancellation or surrender to the issuer of a stock 
option or stock appreciation right pursuant to sucha 
plan, or any surrender or delivery to the issuer of 
securities of the issuer pursuant to the exercise of an 
option for securities of the same class under sucha 
plan by a director or officer of the issuer shall be 
exempt from the operation of section 16(b) of the Act 
if the plan meets the following conditions: 


* * KK * 


(Secs. 16(b), 23(a), 48 Stat. 896, 901; sec. 203(a), 
49 Stat. 704; sec. 8, 49 Stat. 1379, sec. 18, 89 Stat. 
155; 15 U.S.C. 78; (b), 78w(a). 


AUTHORITY 
The Commission hereby publishes for comment the 
amendments to Rule 16b-3 described herein 
pursuant to the Securities Exchange Act of 1934, 
particularly Sections 16(b) and 23(a) thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16771/April 30, 1980 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-80-10) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
AND ORDER APPROVING PROPOSED RULE 
CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”), 
notice is hereby given that on April 30, 1980, the 
American Stock Exchange, Inc. (“Amex”) filed with 
the Commission copies of a proposed rule change to 
amend its Rule 114 governing registered equity 
market makers. Amex Rule 114 currently contains a 
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“sunset” provision under which the rule would expire 
on April 30, 1980, unless extended by a rule of the 
exchange approved by the Commission. The Amex 
previously filed a proposed rule change to remove 
the sunset provision and thereby make Rule 114 
permanent. The Commission, however, has 
determined to institute proceedings to determine 
whether that rule change should be disapproved. 
The purpose of the instant rule proposal is to extend 
the effectiveness of Rule 114 until 30 days after 
those proceedings are concluded. 


Interested persons are invited to submit written 
data, views and arguments concerning the 
submission within 21 days from the date of this 
publication. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-Amex-80-10. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Section 6, and the 
rules and regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after 
the date of publication of notice of filing thereof, in 
that unless extended by the Commission, Amex Rule 
114 would expire on April 30, 1980. Accelerated 
approval of the rule change will preserve the status 
quo pending a final resolution of the Commission’s 
proceedings to determine whether Amex Rule 114 
should be disapproved. 


IT IS THEREFORE ORDERED, pursuant to Section 


19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 
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For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16772/April 30, 1980 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-80-20) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
AND ORDER APPROVING PROPOSED RULE 
CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”), 
notice is hereby given that on April 30, 1980, the 
New York Stock Exchange, Inc. (“NYSE”) filed with 
the Commission copies of a proposed rule change to 
amend its Rule 107 governing registered 
competitive market makers. NYSE Rule 107 
currently contains a “sunset” provision under which 
the rule would expire on April 30, 1980, unless 
extended by a rule of the exchange approved by the 
Commission. The NYSE previously filed a proposed 
rule change (File No. SR-NYSE-80-11) to remove the 
sunset provision and thereby make Rule 107 
permanent. The Commission, however, has 
determined to institute proceedings to determine 
whether that rule change should be disapproved. 
The purpose of the instant rule proposal is to extend 
the effectiveness of Rule 107 until 30 days after 
those proceedings are concluded. 


Interested persons are invited to submit written 
data, views and arguments concerning the 
submission within 21 days from the date of this 
publication. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-NYSE-80-20. 
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Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Section 6, and the 
rules and regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after 
the date of publication of notice of filing thereof, in 
that unless extended by the Commission, NYSE Rule 
107 would expire on April 30, 1980. Accelerated 
approval of the rule change will preserve the status 
quo pending a final resolution of the Commission’s 
proceedings to determine whether NYSE Rule 107 
should be disapproved. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16773/May 1, 1980 


The Securities and Exchange Commission 
announced, pursuant to Section 12(k) of the 
Securities Exchange Act of 1934 (“Exchange Act”), 
the temporary suspension of over-the-counter 
trading of the securities of Oceania Resources, Inc. 


(“Oceania”), formerly known as Pitchblende 
Properties, Inc., a Nevada corporation located at 
9200 Sunset Boulevard, Suite 612, Los Angeles, 
California 90069 for the ten day period commencing 
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at 11:30 a.m. May 1, 1980 and terminating at 
midnight (EDT) on May 10, 1980. 


The Commission suspended trading in the 
securities of Oceania in view of questions 
concerning recent market activity in its securities 
and because of the lack of current accurate and 
adequate information concerning the company’s 
announced refinery project in the Fiji Islands, its 
potential drilling ventures and the status of the 
company’s most recent audit. 


The Commission cautions broker-dealers, 
shareholders, and prospective purchasers that they 
should carefully consider the foregoing information 
along with all other currently available information 
and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be alert to 
the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension no quotation may be entered unless and 
until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has any 
questions as to whether or not it has complied with 
said rule, it should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, it should refrain from entering quotations 
relating to the securities in question until such time 
as it has familiarized itself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider 
the need for prompt enforcement action. 


If any broker-dealer or other person has any 
information which may relate to this matter, the 
Division of Enforcement of the Securities and 
Exchange Commission should be telephoned at 
(212) 264-1600. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16774/May 1, 1980 


In the Matter of 
CHARLES E. PURDY Ill 


The Securities and Exchange Commission has 
ordered public administrative proceedings under 
the Securities Exchange Act of 1934 (“Exchange 
Act”) against Charles E. Purdy Ill (“Purdy”), a 
registered representative employed with a 
registered broker-dealer in its Minneapolis, 
Minnesota office. 


The Order for Proceedings alleges that Purdy wilfully 
violated the antifraud provisions of the Securities Act 
of 1933 (“Securities Act”) and of the Exchange Actin 
connection with soliciting and transacting option 
business with public investors. 


The Order further alleges that at various times 


during the period from January 1, 1974 to the 


present, Purdy, in inducing customers to trade in 
options and maintain option accounts with them, 
made false and misleading statements of material 
facts and omitted to state material facts about the 
risks inherent in option trading strategies, potential 
profits and rates of return realizable from option 
trading strategies, and the suitability of these trading 
strategies to his customers’ financial situations, 
investment sophistication and investment 
objectives. 


The Order also alleges that Purdy caused customers 
who could not afford the risk and did not sufficiently 
understand the risk, margin requirements, 
mechanics and other fundamental aspects of option 
trading strategies to repose trust and confidence in 
Purdy in connection with all purchases and sales 
of options. As a result of such transactions, investors 
incurred substantial financial harm. 


The Order further alleges that Purdy effected 
purchase and sale transactions in options which 
were not suited to the financial situations, 
investment sophistication and investment 
objectives of such customers. 


The Order also alleges that Purdy represented to 
certain customers that their accounts were 
profitable when in fact they were not, in order to 
induce them to continue to engage in option trading. 
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A hearing will be scheduled to determine whether 
the allegations against Purdy are true, and if so, to 
decide what, if any, remedial sanctions would be 
appropriate. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16775/May 1, 1980 


A notice has been issued giving interested persons 
until May 29, 1980 to comment on the application of 
the Philadelphia Stock Exchange for unlisted trading 
privileges in CENTRAL JERSEY INDUSTRIES, INC. 
(File No. 7-5519) following issues: common stock, 
$1 Par Value; 8% Series F Contingent Notes; 8% 
Series H Contingent Notes & Certificates of 
Contingent Interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16776/May 1, 1980 


A notice has been issued giving interested persons 
until May 21, 1980 to comment on the application of 
U.S. HOME CORPORATION to withdraw their 
common stock ($.10 Par Value) and 5%% 
Convertible Subordinate debentures due 1996 from 
listing and registration on the Pacific Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16777/May 1, 1980 


An order has been issued granting the application of 
EMERSON RADIO CORPORATION to withdraw their 
common stock ($.10 Par Value) from listing and 
registration on the American Stock Exchange, Inc. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21537/April 25, 1980 


In the Matter of 


SOUTHERN OHIO COAL COMPANY 
Moundsville, West Virginia 


OHIO POWER COMPANY 
Canton, Ohio 


(70-6409) 


ORDER AUTHORIZING PROPOSED FINANCING FOR 
COAL MINING SUBSIDIARY 


Ohio Power Company (“Ohio Power”), an electric 
utility subsidiary company of American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, and Southern Ohio Coal Company 


(“SOCO”), a coal mining subsidiary of Ohio Power, 


have filed an application-declaration and 
amendments thereto with this Commission, 
pursuant to Sections 6, 7, 9, 10 and 12 of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rule 50 promulgated thereunder concerning the 
following proposed transactions. 


SOCO is engaged in the development and mining of 
coal reserves for use at Ohio Power's Mitchell Plant 
located in Captina, West Virginia, and at its General 
James M. Gavin Plant, located in Cheshire, Ohio. The 
transaction proposed herein involves the installation 
by SOCO of additional coal preparation facilities at 
its Meigs Mine Complex located in Gallia and Meigs 
Counties in southeastern Ohio. SOCO proposes to 1) 
install at Meigs Mine No. 1 a heavy-medium cyclone 
and a froth flotation system to augment the heavy- 
medium bath preparation; 2) install at Racoon Mine 
No. 3 a froth flotation system; and 3) modify the 
Baum jig plant at Racoon Mine No. 3. These 
additions and modifications are estimated to cost 
approximately $40,600,000. 


Ohio Power and SOCO believe. that the cost of the 
proposed project is justifiable on the basis of the 
anticipated savings in the cost of coal delivered to 
Ohio Power. In the case of Meigs Mine No. 1, the 
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preparation plant additions will lead to improved 
quality of the coal and to a relative reduction in the 
cost per million British thermal units (“MBtu”) of 
delivered coal. It is estimated that such cost in 
present-day dollars will be reduced from $181.75 
per MBtu to $175.61 per MBtu. The Racoon Mine 
No. 3 addition will cause an increase in Btu recovery 
and an estimated decline in relative delivered cost 
per MBtu in present-day dollars from $170.98 to 
$157.77. The annual savings in delivered fuel costs 
alone upon completion of the proposed projects are 
estimated to be approximately $16,674,000 at 
Capacity or planned output. Additional savings will 
accrue annually to Qhio Power through improved 
availability and lower maintenance expense of the 
Gavin Plant boilers. Although these savings are 
difficult to quantify precisely, they are conservatively 
estimated at $10 million annually. It is proposed that 
these projects will be financed through a 
combination of long-term loans and cash capital 
contributions by Ohio Power to SOCO of 
$40,600,000. It is expected that Ohio Power will 
make its investment in SOCO in two increments, one 
to be made in 1980 and the second to be made 
sometime in 1981. In return for the loans, SOCO will 
issue to Ohio Power long-term promissory notes. 
Each of the notes will mature and become payable 
on December 31, 2009. 


The price at which SOCO’s coal will be sold to AEP 
system companies will not exceed the cost thereof to 
the seller. For this purpose, cost will include 
reasonable compensation for necessary capital. 


The investments made by Ohio Power in SOCO will 
be assumed to be made in the same proportion as 
the debt-equity ratio of Ohio Power at the end of the 
year prior to the investment. As of December 31, 
1979, the debt-equity ratios of Ohio Power were 
56.3% long-term debt, 11.9% preferred stock, and 
31.8% common equity. The interest rate on long- 
term debt will be equal to the effective interest cost 
of Ohio Power's last issue of First Mortgage Bonds 
prior to the investment, the preferred dividend rate 
will be equal to the dividend rate of Ohio Power's last 
issue of preferred stock prior to the investment, and 
the return on common equity will not exceed the rate 
of return on common equity specified by the Federal 
Energy Regulatory Commission (FERC) in the most 
recent wholesale rate proceeding involving Ohio 
Power, In the absence of such a determination at this 
time, it is proposed that the cost of common equity 
capital of SOCO be set at 13% until such time as 
FERC should take action specifying a rate of return in 
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a wholesale rate proceeding involving Ohio Power in 
which case the rate then established by FERC shall 
then become applicable on a prospective basis to 
the then total common equity investment of Ohio 
Power in SOCO. The allowed rate of return on 
common equity shall not be applied to any of SOCO’s 
retained earnings. No return allowance will be 
applied to such retained earnings. 


It is stated that the issuance of such securities is 
excepted from the competitive bidding 
requirements of Rule 50 by reason of paragraph 
(a)(3) thereof. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$2,500. No state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21499), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that itis appropriate and 
in the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21538/April 25, 1980 


In the Matter of 


NORTHEAST UTILITIES 
174 Brush Hill Avenue 
West Springfield, Massachusetts 


(70-6449) 


NOTICE OF PROPOSED INCREASE IN AUTHORIZED 
SHARES OF COMMON STOCK AND ORDER 
AUTHORIZING SOLICITATION OF PROXIES IN 
CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that Northeast Utilities 
(“Northeast”), a registered holding company, has 
filed a declaration with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6(a), 7, and 12(e) of 
the Act and Rule 62 promulgated thereunder as 
applicable to the proposed transactions. All 
interested persons are referred to the declaration, 
which is summarized below, for a complete 
statement of the proposed transactions. 


Northeast proposes to increase its authorized 
common stock from 75,000,000 to 100,000,000 
shares. Of the presently authorized shares, 
66,977,511 shares are issued and outstanding. 


Although the Declaration of Trust of Northeast, 
which serves as the company’s charter and by-laws, 
sets out Northeast’s powers and the rules which 
govern the administration of its affairs, it does not set 
out the authorized number of Northeast’s common 
shares which number is fixed by resolution of the 
company’s shareholders. Northeast proposes to 
submit the proposal to increase the authorized 
shares to its shareholders for their approval at its 
Annual Meeting of Shareholders to be held on May 
27, 1980. The proposal must be approved by the 
affirmative vote of the holders of a majority of the 
outstanding common shares, the company’s sole 
class of capital stock. Proxies are being solicited 
from Northeast’s common shareholders. Northeast 
has filed its proxy solicitation material and requests 
that the effectiveness of its declaration with respect 
to the solicitation be accelerated as provided in Rule 
62. 


It is stated that no state or federal commission, other 
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than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 20, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, 
as filed or as it may be amended, may be permitted 
to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


It appearing to the Commission that Northeast’s 
declaration regarding the proposed solicitation of 
proxies should be permitted to become effective 
forthwith pursuant to Rule 62: 


IT IS ORDERED that the declaration regarding the 
proposed solicitation of proxies be, and hereby is, 
permitted to become effective forthwith pursuant to 
Rule 62. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21539/April 28, 1980 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-6350) 


ORDER AUTHORIZING SALE OF INTEREST IN AN 
ELECTRIC GENERATING FACILITY 


Georgia Power Company (“Georgia”), an electric 
utility subsidiary of The Southern Company, a 
registered holding company, has filed a declaration 
and amendments thereto with this Commission 
pursuant to Section 12(d) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 44 
promulgated thereunder regarding the proposed 
transaction. 


Georgia is currently the owner of an 83.5% undivided 


‘ ownership interest in two 810 MW nominally rated 


coal-fired generating units currently under 
construction in Monroe County, Georgia to be known 
as the Robert W. Scherer Units Numbers One and 
Two (collectively, the “Units”). Georgia owns such 
interest in the Units as a tenant in common with the 
Municipal Electric Authority of Georgia (“MEAG”) 
and the City of Dalton, Georgia (“Dalton”), which own 
15.1% and 1.4% undivided ownership interests, 
respectively, in the Units. 


Georgia proposes to sell to Oglethorpe Power 
Corporation (“OPC”), an electric membership 
corporation organized and existing under the laws of 
the State of Georgia, a 60% undivided ownership 
interest in the Units, pursuant to a proposed 
Purchase and Ownership Participation Agreement 
among Georgia and OPC, MEAG and Dalton 
(“Ownership Agreement”). As a result of such sale, 
Georgia, OPC, MEAG and Dalton will own 23.5%, 
60%, 15.1% and 1.4% undivided ownership 
interests, respectively, as tenants in common in the 
Units. Georgia will obtain a release of such undivided 
ownership interest in the Units to be sold to OPC 
from the lien of Georgia’s First Mortgage Indenture. 
Included in the Units is a 50% undivided ownership 
interest in substantially all the property and facilities 
to be used in common by, or in connection with, all 
four generating units currently planned to be 
constructed at the Plant Scherer site (“Common 
Facilities”). Accordingly, upon completion of the 
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proposed sale to OPC, OPC will also own a 30% 
undivided ownership interest in the Common 
Facilities. 


At the closing, in consideration for the sale of said 
property, OPC is to pay to Georgia an amount equal to 
60% of the cost incurred in the construction of the 
Units prior to the closing plus Georgia’s cost of long- 
term borrowings incurred to finance such 
construction and Georgia’s cost of short-term 
borrowings incurred after February 1, 1980 to 
finance such construction. Assuming the closing of 
such sale were to take place on April 30, 1980 
Georgia will receive approximately $342,000,000 
from OPC. Georgia expects to apply the proceeds of 
such sales towards the cost of its construction 
program and the repayment of short-term 
borrowings incurred to finance such construction 
program. 


After the closing, Georgia is to complete the 
construction of the Units on its own behalf and as 


agent for OPC and the other co-owners, and Georgia, . 


OPC, MEAG and Dalton are to make monthly 
payments in advance into a separate construction 
account in respect of 23.5%, 60%, 15.1% and 1.4%, 
respectively, of all additional costs to be incurred in 
the construction and completion of the Units. The 
Ownership Agreement will provide for interest to be 
paid on any overdue payments, as well as certain 
other remedies in the event of a prolonged default by 
any of the co-owners in the payment of amounts due 
from it. The Ownership Agreement will supersede 
similar separate agreements Georgia currently has 
with MEAG and Dalton concerning the Units and 
Common Facilities. 


Georgia will enter into a separate Operating 
Agreement with OPC, MEAG and Dalton (“Operating 
Agreement”) providing for the sole operation and 
maintenance of the Units by Georgia and for 
payment by Georgia, OPC, MEAG and Dalton of that 
portion of all costs of operation and maintenance of 
the Units equal to their respective entitlements to 
the energy from each of the Units. The Operating 
Agreement will terminate with respect to each of the 
Units on the fortieth anniversary of the 
commencement of commercial operation of such 
Unit. The Operating Agreement will supersede 
similar separate agreements Georgia currently has 
with MEAG and Dalton concerning the operation of 
the Units and the Common Facilities. 


The Operating Agreement will require Georgia to 
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purchase from OPC declining percentages 
(beginning with 100% and declining to 10%) of 
OPC’s capacity and energy from each of the Units 
during the first ten years of its commercial 
operation, at a cost which is a function of OPC’s and 
Georgia’s carrying costs and the operating costs 
attributable to each Unit. Such purchases from OPC 
must be made regardless of the availability of 
Capacity and energy from the Units and Georgia’s 
requirements for such capacity and energy. 


The fees, commissions and expenses to be incurred 
by Georgia in connection with the proposed 
transaction are estimated at $123,500, including 
legal fees of $120,000. Georgia will file with the 
Department of Justice and the Federal Trade Com- 
mission a pre-merger notification in connection with 
the proposed sale. It is stated that no other state or 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21254), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21540/April 28, 1980 


In the Matter of 


SYSTEM FUELS, INC. 
666 Poydras, Noro Plaza 
New Orleans, Louisiana 70130 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


MISSISSIPPI POWER & LIGHT COMPANY 
Electric Building 
Jackson, Mississippi 39205 


NEW ORLEANS PUBLIC SERVICE INC. 
317 Baronne Street 
New Orleans, Louisiana 70112 


(70-6428) 


NOTICE OF FINANCING ARRANGEMENTS RELATED 
TO THE PURCHASE OF FUEL BY A NONUTILITY 
SUBSIDIARY FOR USE BY OPERATING COMPANIES 


NOTICE IS HEREBY GIVEN that Arkansas Power & 
Light Company, Louisiana Power & Light Company, 
Mississippi Power & Light Company, and New 
Orleans Public Service Inc. (collectively, the 
“Operating Companies”), all public utility subsidiary 
companies of Middle South Utilities, Inc. (‘Middle 
South”), a registered holding company, together 
with System Fuels, Inc. (“SFI”), a jointly-owned 
nonutility subsidiary company of the Operating 
Companies, have filed a declaration and 
amendments thereto in this proceeding pursuant to 
Sections 6(a), 7, 12(b) and 12(f) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 45 
and 50(a)(5) promulgated thereunder as applicable 
to the following proposed transactions. All interested 
persons are referred to the amended declaration, 
which is summarized below, for a complete 
statement of the proposed transactions. 


The Operating Companies and Arkansas-Missouri 
Power Company (“Ark-Mo”) obtain their fuel oil 
requirements from SFI pursuant to the terms of the 
Liquid Fuel Purchase Contract, as amended, among 
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them. Pursuant to Commission authorization in File 
Nos. 70-5259, 70-5415 and 70-6055, SFI has 
financed its acquisition of fuel oil for resale to the 
Operating Companies and Ark-Mo by the sale of up 
to $75,000,000 of its notes to Hibernia National 
Bank in New Orleans (“Hibernia”) and up to 
$40,000,000 of its notes to Citibank, N.A. 
(“Citibank”) under amended loan agreements, and 
through the execution and delivery by SFI and the 
acceptance by Citibank of SFI’s drafts in amounts up 
to $50,000,000 pursuant to an acceptance facility 
line of credit agreement, as amended, with Citibank. 


To assure the availability of an adequate supply of 
fuel oil through May 31, 1981 to the Operating 
Companies and Ark-Mo, SFI presently estimates that 
it will be necessary to maintain oil inventory of 
approximately 4.9 million bbls., valued at as much 
as $133 million. In order to consolidate its financing 
of its fuel oil inventory, to lower the costs of such 
financing and to meet its commitment (set forth in 
File No. 70-6097) to endeavor to obtain funds for its 
corporate purposes from external sources under 
advantageous arrangements in lieu of borrowing 
from the Operating Companies, SFI proposes to 
enter into a loan agreement (“Loan Agreement”) 
with a nonaffiliated company (“Finance Company”) 
to be created for that purpose. 


Finance Company will, upon request, make loans to 
SFI in amounts not to exceed $100,000,000 at any 
one time outstanding out of the proceeds of 
commercial paper notes (“Notes”) issued and sold 
by Finance Company and revolving credit loans 
(“Bank Borrowings”) obtained by Finance Company 
under a credit agreement (“Credit Agreement”) with 
Bank of America National Trust and Savings 
Association (“Bank”). The aggregate amount of 
Finance Company’s Notes and Bank Borrowings at 
any time outstanding may not exceed 
$100,000,000. All loans to SFI will be from the 
proceeds of Notes (“A Loans”), unless Finance 
Company is advised by its commercial paper dealer, 
The First Boston Corporation (“Dealer”), to seek a 
financing alternative to the sale of Notes, or Notes 
may no longer be issued under the Credit Agreement 
for regulatory reasons. Upon the occurrence of these 
events, Finance Company will make loans from the 
proceeds of Bank Borrowings (“B Loans”) to SFI. If 
no funds are available to pay a maturing A Loan and 
as a result a drawing under the Letter of Credit 
described below is made and is not reimbursed on 
the date when made, such A Loan automatically 
becomes a B Loan. 
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A Loans will be evidenced by a Master A Note and will 
bear the same discount and maturities as the Notes 
from which they are derived. Finance Company will 
issue its Notes to Dealer and the Notes will be sold at 
a discount not in excess of the discount rate per 
annum prevailing at the date of issuance for 
commercial paper of comparable quality and like 
maturity. Notes will be unsecured with varying 
maturities not to exceed 270 days. The Notes will not 
be prepayable prior to maturity and will be payable at 
maturity at the office of Irving Trust Company 
(“Depositary”), as issuing and paying agent under a 
Depository Agreement. Bank will issue an 
irrevocable Letter of Credit to Depositary pursuant to 
the Credit Agreement as a standby source of funds 
for the repayment of the Notes in the event they are 
not repaid by Finance Company at maturity. It is 
anticipated that the Notes will be held by the buyers 
to maturity. Dealer may, if desired by a buyer, 
repurchase the Notes for resale to others. 


B Loans will be evidenced by a Master B Note and 
will bear the same interest rate and have the same 
maturity as the Bank Borrowings from which they 
are derived. Bank Borrowings will bear interest from 
the date thereof on the unpaid principal amount 
thereof at an interest rate per annum equal to 3/8% 
plus 107% of the Base Rate. The Base Rate is the 
greater of (a) Bank’s prime rate determined on a 
daily basis, for 90-day commercial loans to its 
largest most credit-worthy commercial borrowers or 
(b) the latest 3-week moving average interest rate 
payable on 90-day secondary certificates of deposit 
as published weekly by the Board of Governors of the 
Federal Reserve System plus actual costs of reserves 
to Bank. Bank borrowings will be due and payable on 
May 31, 1981 or one year from the date of closing, 
whichever is earlier (“Credit Expiration Date”). The 
Credit Expiration Date may be extended for one year 
periods. Bank borrowings not paid when due or 
arising after the Credit Expiration Date will bear 
interest at 3/8% plus 120% of the Base Rate. 


The effective cost to SFI based upon the interest 
rates for commercial paper of comparable quality 
and like maturity together with all fees to be paid by 
SFI to Finance Company to secure A Loans and B 


Loans would be approximately 18.576%. The 
composite effective cost of borrowing pursuant to 
the two arrangements with Citibank is approxi- 
mately 20.305%. 


Upon consummation of the arrangements with 
Finance Company, SFI may terminate either or both 
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of its arrangements with Citibank. Upon five days 
written notice, Finance Company may terminate the 
Credit Agreement and SFI may terminate the Loan 
Agreement. SFI may prepay all loans in whole or in 
part without penalty or premium. 


SFI will maintain an account (“SFI Account”) with 
Irving Trust Company, among other things, for 
receipt of loans from Finance Company. Funds inthe 
SFI Account may be used (1) to retire a portion of 
SFl’s indebtedness to Hibernia and all or a portion of 
its indebtedness to Citibank, (2) to finance 
acquisition and storage of fuel oil, (3) to pay 
maturing debt and other obligations under the Loan 
Agreement, and (4) to make temporary investments 
pending use of funds for aforesaid purposes. 


Pursuant to the terms of the Loan Agreement and as 
security for the performance by SFI of its obligations 
to Finance Company thereunder, SFI will enterintoa 
Security Agreement with Finance Company 
(“Security Agreement”) whereby it will grant Finance 
Company a security interest in SFI’s fuel oil inventory 
in storage at specified locations in the States of 
Arkansas and Mississippi, together with the 
proceeds thereof, and in SFl’s accounts receivable 
arising out of the sale of such fuel oil inventory and 
fuel oil inventory in storage at specified locations in 
the State of Louisiana. SFI will enter into an Act of 
Collateral Chattel Mortgage (“Chattel Mortgage”) 
and execute and deliver in pledge to Finance 
Company a demand Louisiana Collateral Mortgage 
Note (“Louisiana Note”) in the principal amount of 
$125,000,000 pursuant to a Pledge Agreement 
(“Pledge Agreement”) in order to grant Finance 
Company a security interest in SFI’s fuel oil inventory 
in storage at specified locations in the State of 
Louisiana. SFI will also enter into a Statement of 
Assignment of Accounts Receivable (“Assignment 
of Accounts Receivable”) in furtherance of the grant 
of the security interest in the accounts receivable. 
SFI will be required to prepay A Loans or B Loans if 
the value of the fuel oil inventory and accounts 
receivable arising out of sales of the fuel oil inventory 
under the Purchase Contract fails to exceed the 
aggregate outstanding principal amounts of A Loans 
and B Loans. It is also contemplated that Finance 
Company will be granted a security interest in all 
funds on deposit in the SFI Account and that 
payments under the Purchase Contract among 
Operating Companies, Ark-Mo and SFI will be paid 
into the SFI Account. 


To secure the obligations of Finance Company to 
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Bank under the Credit Agreement and its 
performance of and compliance with the terms of 
the Credit Agreement, Finance Company will enter 
into an Assignment Agreement (“Assignment 
Agreement”) with Bank whereby Finance Company 
will irrevocably assign, transfer and set over to Bank 
and grant Bank a security interest in, (a) the full 
principal amount of the A Note and the B Note, 
together with all interest and interest penalty 
payments thereon, all accounts in which Finance 
Company has an interest under the Loan Agreement, 
including the SFI Account and all other amounts 
which Finance Company may be entitled to receive 
pursuant to the Loan Agreement; (b) all other 
amounts payable by SFI to Finance Company 
pursuant to the Security Agreement; and (c) all 
rights, claims, powers, privileges and remedies of 
Finance Company consequent on any failure on the 
p\art of SFI to perform or comply with any term of the 
Lo‘an Agreement, the A Note or B Note and the 
Security Agreement. 


SFI w.ill execute an Acknowledgment of Assignment 
(“Ackrsowledgment of Assignment”) to Bank and 
Finance’ Company which provides that SFI will pay, 
or cause to be paid, all amounts assigned pursuant 
to the Assignment Agreement directly to the SFI 
Account so long as no event of default under the 
Credit Agreement, or an event which with lapse of 
time or the giving of notice or both would constitute 
an event of de fault, has occurred and is continuing. 
If such an event of default or other event has 
occurred and is continuing, all such amounts will be 
paid, or caused to be paid, by SFI, into a General 
Account maintained with Depositary. Under the 
Acknowledgment ot® Assignment, SFI will agree to 
indemnify Bank under certain circumstances. 


SFI will enter into an s\ssignment Agreement with 
Finance Company (‘‘Finance Company 
Assignment”) which provides for the irrevocable 
assignment by Finance Co: npany to SFI of all rights, 
claims, powers, privileges a.nd remedies of Finance 
Company under the Credit A,greement, consequent 
on any failure by Bank to perfo.rm or comply with any 
term of the Credit Agreement. 


As an inducement to Finance Cor pany to enter into 
the Loan Agreement with SFI, eac!) of the Operating 
Companies proposes to join with SF,' as a party to the 
Loan Agreement and to severally covenant and 
agree for the benefit of Finance Comp.any and Bank 
that, (a) the aggregate amounts of tt..e Operating 
Companies’ investments, as defined i the Loan 
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Agreement (“Investments”), in SFI will at all times 
during the term of the Loan Agreement be equal to at 
least 35% of the sum of investments and other 
indebtedness for borrowed money of SF! maturing 
after one year, and (b) it will not (i) create, incur, 
assume or suffer to exist any indebtedness, as 
defined in the Loan Agreement (“Indebtedness”), of 
SFI to such Operating Company which, by its terms, 
matures or is required to be prepaid or repaid, in 
whole or in part, on or before 75 days after the Loan 
Agreement Credit Expiration Date, (ii) accelerate or 
permit the acceleration of any Indebtedness of SFI to 
such Operating Company during the term of the 
Loan Agreement and (iii) during the term of the Loan 
Agreement request or permit the prepayment of any 
Indebtedness of SFI to such Operating Company if 
an event of default under the Loan Agreement, or 
other event which with lapse of time or notice or both 
would become such an event of default, has 
occurred and is continuing, or if the prepayment of 
such Indebtedness would result in such an event of 
default or other event. SFI may at any time prepay 
any Indebtedness to any Operating Company, 
provided no such event of default or other event has 
occurred and is then continuing, and provided 
further that the prepayment of such Indebtedness 
would not thereby create such an event of default or 
other event. Each of the Operating Companies will 
also severally covenant and agree (in proportion to 
its percentage ownership of SFI common stock on 
the date of the Loan Agreement) that it will take any 
and all action necessary to keep SFI in a sound 
financial condition and to place SFI in a position to 
discharge, and to cause SFI to discharge, its 
obligations under the Loan Agreement, the A Note, 
the B Note, the Depositary Agreement, the Security 
Agreement and the Acknowledgment of 
Assignment. 


Concurrently with the execution and delivery of the 
Loan Agreement and the Credit Agreement, SFI, the 
Operating Companies, Ark-Mo, Bank, Depositary . 
and Dealer, will enter into a Bankruptcy No Petition 
Agreement, in which the parties will agree that none 


of them will institute any Federal or State 
bankruptcy, reorganization, liquidation or similar 
proceeding against Finance Company or joininor be 
a party to any such proceeding for a specified period 
of time after the date on which all Notes have been 
paid in full. 


The companies request exemption from the 
competitive bidding requirements of Rule 50(b) 
pursuant to paragraph (a)(5) thereof with respect to 
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the execution and delivery by SFI of its notes. The 
companies propose to file the requisite certificates 
of notification under Rule 24 covering the proposed 
transactions on a quarterly basis. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated not to 
exceed $65,000, including charges for services, at 
cost, of Middle South Services, Inc. estimated at 
$13,000, and legal fees incurred by SFI estimated 
not to exceed $50,000. It is stated that no state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. Arkansas Power & Light Company 
must file pertinent information relating to its 
participation with the Arkansas Public Service 
Commission. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 21, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with 
the request. At any time after said date, the 
declaration as amended or as it may be further 
amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21541/April 28, 1980 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


COLUMBIA GAS TRANSMISSION CORPORATION 
1700 MacCorkle Avenue, S.E. 
Charleston, West Virginia 25314 


COLUMBIA GAS OF OHIO, INC. 
COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 

99 North Front Street 

Columbus, Ohio 43215 


COLUMBIA HYDROCARBON CORPORATION 

THE INLAND GAS COMPANY, INC. 

COLUMBIA COAL GASIFICATION CORPORATION 
340-17th Street 

Ashland, Kentucky 41101 


COLUMBIA GULF TRANSMISSION CO’MPANY 
3805 West Alabama Avenue 
Houston, Texas 77027 


COLUMBIA GAS SYSTEM SERVIC’E CORPORATION 
COLUMBIA LNG CORPORATION 

COLUMBIA GAS DEVELOPMEN'T CORPORATION 
20 Montchanin Road 

Wilmington, Delaware 19807 


(70-6435) 
NOTICE OF PROPOSED I-NTRASYSTEM FINANCING 


NOTICE IS HEREBY GIVEN that The Columbia Gas 
System, Inc. (“Colurnbia”), a registered holding 
company, and its ‘subsidiary companies named 
above have filed an ‘application-declaration with this 
Commission purstuant to the Public Utility Holding 
Company Act of 1.935 (“Act”) designating Sections 
6(b), 9, 10, 12(b,), and 12(f) of the Act and Rules 43 
and 45 promulszated thereunder as applicable tothe 
following prc,posed transactions. All interested 
persons are ‘referred to the application-declaration, 
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which is summarized below, for a complete 


notes will bear interest related to the permanent 
statement of the proposed transactions. 


financing specifically replacing such interim 
financing. 

It is proposed that certain subsidiaries of Columbia 
listed below issue and sell to Columbia prior to April 
1, 1981, common stock and installment promissory 
notes up to the amounts indicated: 


It is stated that the proceeds from the issuance and 
sale of the common stock and installment notes, 
together with funds generated from internal sources, 
will be used to finance these subsidiaries’ capital 
expenditure programs and other corporate needs. 
Columbia Transmission and Columbia LNG plan to 
finance the entire amount of their capital 
expenditure programs and other corporate needs 
with funds generated from internal sources. The 
projected aggregate of net capital expenditures for 
all of the subsidiaries is estimated at $418,352,000. 


Installment 
Equity Notes 
No. of Par Aggregate Aggregate 
Shares Value Amount Amount Total 
$ $ $ $ 
Columbia of 
Kentucky — _ 
Columbia of 
Ohio — 
Columbia of 
Maryland 
Columbia of 
New York _ = 
Columbia of 
Pennsylvania 184,000 
Columbia of 
Virginia _ - 
Columbia of 
West Virginia - _- 
Columbia Gulf — - 
Development 
U.S. _ - 
Hydrocarbon 26,000 650,000 
Inland — - 
Coal Gasifica- 
tion 552,000 13,800,000 
Service - _ 
Total 


3,100,000 3,100,000 


37,100,000 37,100,000 


1,300,000 700,000 2,000,000 


1,300,000 1,300,000 It is also proposed that Columbia advance on open 
account to certain subsidiaries, and have 
outstanding from time to time, up to an aggregate 
amount of $454, 700,000 to finance the purchase by 
such subsidiaries of underground storage gas 
inventories and miscellaneous other inventories and 
to use for short-term seasonal purposes. 
Substantially, all of such advances are expected to 
be taken down by December 31, 1980; however, a 
portion may be taken down during the period 
January 1, 1981, through May 31, 1981. All such 


advances are to be repaid on or before May 31, 1981. 


4,600,000 10,500,000 15,100,000 


2,000,000 2,000,000 


7,900,000 
45,000,000 


7,900,000 
45,000,000 


13,500,000 
3,450,000 
700,000 


13,500,000 
4,100,000 
700,000 


12,100,000 25,900,000 
_- 4,200,000 _ 4,200,000 
20,350,000 141,550,000 161,900,000 





The installment notes will be unsecured and dated 
the date of their issue. The principal amounts will be 
due in twenty (20) equal annual installments on 
March 31st of each of the years 1982 and 2001, 
inclusive. Interest on all installment notes will 
accrue from the date of issuance and is to be paid 
semi-annually on the unpaid principal thereof until 
fully paid. The interest rate will be the actual cost of 
money to Columbia with respect to its last sale of 
debentures prior to the issuance of said notes, 
decreased by an amount necessary in order that the 
interest rate be a multiple of 1/10th of 1%. Columbia 
sold $100,000,000 principal amount of debentures 
on October 17, 1979 (File No. 70-6343) at a cost of 
money of 11.947%, and may sell additional long: 
term securities during the financing period. The 
installment notes to be issued initially will, therefore, 
bear an interest rate of 11.9% and installment notes 
to be issued subsequent to Columbia’s future 
financings will carry an interest rate related to the 
last sale of debentures prior to the issuance of said 
notes. Should Columbia utilize any interim alternate 
financing, the interest rate of the subsidiaries’ 
installment notes will be related to the effective cost 
of the last takedown of the facility; thereafter, such 
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The open account advances will initially bear 
interest at the rate in effect from time to time at the 
agent bank for Columbia’s short-term loan line of 
credit. Interest charges to these subsidiaries 
subsequently will be adjusted, after the storage 
financing period, to the effective cost of money 
Columbia achieves on its short-term borrowing for 
this purpose. 


The proposed advances will be limited to the amount 
of each subsidiary’s estimated short-term financing 
requirements as shown below: 


Columbia of Kentucky 
Columbia of Ohio 
Columbia of Maryland 
Columbia of New York 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia of West Virginia 
Columbia Transmission 145,000,000 
Columbia Gulf 45,000,000 
| he er oer ee re Pe 5,100,000 
Columbia LNG 70,000,000 
Hydrocarbon 
Inland 


$15,400,000 
94,200,000 


31,400,000 


33,700,000 


1,000,000 
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Coal Gasification 3,500,000 
BEING 5 ooo eee eae oe a eee 1,000,000 
$454, 700,000 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$14,100, including charges for services of Columbia 
Gas System Service Corporation estimated at 
$7,260. It is stated that authorization for the sale of 
securities is required from the various state public- 
utility regulatory commissions for Columbia of 
Kentucky, Columbia of Ohio, Columbia of New York, 
Columbia of Pennsylvania, Columbia of Virginia, and 
Columbia of West Virginia. 


It is requested that the companies be authorized to 
file certificates under Rule 24 with respect to the 
proposed transactions on a quarterly basis. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 22, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
addresses, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
or orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21542/April 29, 1980 


In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
New York, New York 


(70-6413) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO DIVIDEND 
REINVESTMENT PLAN AND TAX REDUCTION ACT 
STOCK OWNERSHIP PLAN 


Allegheny Power System, Inc. (“Allegheny”), a 
registered holding company, has filed an 
application-declaration and amendments thereto 
with this Commission pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 
(“Act”), and Rule 50 promulgated thereunder 
regarding the proposed transactions. 


Allegheny proposes to issue and sell from time to 
time up to 2,000,000 shares of its authorized but 
unissued common stock, par value $2.50 per share, 
pursuant to its Dividend Reinvestment and Stock 
Purchase Plan (“Dividend Plan”) and its Tax 
Reduction Act Stock Ownership Plan (“TRASOP”). 
By an order dated August 5, 1977 the Commission 
authorized Allegheny to issue up to 1,000,000 
shares under these plans, and as of January 15, 
1980, 443,705 shares had been issued pursuant to 
the Dividend Plan and 392,680 pursuant to the 
TRASOP. 


The Dividend Plan allows all holders of record of 
Allegheny common stock, ona voluntary basis to: (a) 
invest cash dividends automatically, on each 
quarterly dividend payment date in additional 
common stock and/or (b) make optional cash 
purchases of not less than $50 nor more than $5,000 
per quarter of additional common stock, provided 
that in each quarter the maximum aggregate 
amount of additional common stock to be made 
available for purchase should not exceed the 
number of shares which have been offered to, but 
not purchased by, the holders of shares of common 
stock with cash dividends. In each case the price of 
the additional common stock will be equal to the 
average of the daily high and low market prices of 
Allegheny common stock for the 10 trading days 
prior to the dividend payment date. All costs and 
charges of participation in the Dividend Plan are 


Volume 19, No. 19, May 13, 1980 





paid by Allegheny. A shareholder may withdraw from 
the Dividend Reinvestment part of the Dividend Plan 
at any time by giving appropriate written notice, and 
such withdrawal will have no effect on such 
shareholder’s right to continue to make optional 
cash purchases. Allegheny reserves the right to 
direct the administrator of the Dividend’ Plan to 
purchase shares in the open market, subject to any 
applicable regulatory requirements, with funds 
provided from participants’ cash dividends and 
optional cash payments. In such event the price of 
any such shares to the participant will be the average 
cost of the shares excluding any related brokerage 
fees or commissions, which will be paid by 
Allegheny. In the event optional cash payments 
exceed the number of shares available for optional 
cash purchases the available shares will be allotted 
among those who have made optional cash 
payments, in proportion to the amount of their 
optional cash payments, and any excess cash 
remaining will be refunded to participants without 
interest. Allegheny reserves the right to amend, 
suspend, modify or terminate the Dividend Plan at 
any time, and upon such termination or upon 
withdrawal from the Dividend Plan by any 


shareholder, certificates for whole sales in the 


participant’s account will be issued to the 


participant and a cash payment will be made for any 
fraction of a share. 


Allegheny proposes to issue the additional common 
stock to a trust created for the benefit of qualified 
employees of all system companies pursuant to the 
requirements of the Tax Reduction Act of 1975, as 
amended by the Tax Reform Act of 1976. The value 
of shares of additional common stock issued to the 
trust currently equals 10% of the prior. year’s 
investment tax credit and will be funded (estimated 
to be $2.3 million for 1979) by the amount by which 
Allegheny’s income taxes are reduced as a result of 
the additional 1% investment tax credit available to 
Allegheny pursuant to the Internal Revenue Code. 
The number of shares of additional common stock to 
which each qualified employee shall be entitled will 
be computed in proportion to the compensation of 
each of them (maximum $100,000 a year) to the 
total compensation of all such qualified employees 
in that year and the price of the shares will be equal 
to the daily average of the closing prices for the 20 
business days preceding the day the stock is issued 
to the trust. All costs of administration of the 
TRASOP, in excess of those allowed by the Tax 
Reduction Act to be paid from contributions to the 
trust will be paid by Allegheny. 
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The proceeds from the issuance of the additional 
common stock under the Dividend Plan and the tax 
savings which will be realized as a result of the 
TRASOP, the total amount of which cannot be 
determined, will be added to Allegheny’s general 
funds and are expected to be used to carry on its 
business: as. an electric utility holding company 
including the pre-payment, or payment at maturity 
of short-term debt then outstanding, and to acquire 
common stock and make capital contributions to 
and other investments in Allegheny system 
companies. On January 15, 1980 APS had $26.6 
million of short-term debt outstanding and it is 
expected that on May 31, 1980, $40 million of short- 
term debt will be outstanding. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transactions are 
estimated at $52,000, including legal fees of $5,000 
and accounting fees of $4,000. The Maryland Public 
Service Commission has authorized the proposed 
transactions and the TRASOP has been qualified by 
the Internal Revenue Service. It is stated that no 
other state or federal regulatory authority, otherthan 
this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21509), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 

Regulation, pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21543/April 30, 1980 


In the Matter of 


MAINE YANKEE ATOMIC POWER COMPANY 
9 Green Street 
Augusta, Maine 04330 


(70-5805) 


NOTICE OF PROPOSED ISSUE AND SALE OF NOTES 
AND ISSUE OF GUARANTEES BY JOINTLY-OWNED 
SUBSIDIARY COMPANY, REQUEST FOR 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Maine Yankee 
Atomic Power Company (“Maine Yankee”), an 
electric utility and indirect subsidiary company of 
both New England Electric System and Northeast 
Utilities, both registered holding companies, has 
filed with this Commission a_ post-effective 
amendment to its application previously filed and 
amended in this matter pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Section 6(b) of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed 
transaction. All interested persons are referred to 
the application, as amended by said post-effective 
amendment, which is summarized below, for a 
complete statement of the proposed transaction. 


By prior order in this proceeding (HCAR No. 19657, 
August 23, 1976), Maine Yankee was authorized to 
issue and sell up to $35,000,000 aggregate principal 
amount of promissory notes to MYA Fuel Company 
(“Fuel Company”), a subsidiary of BSC Holdings Inc. 
(“BSC”). 


By post-effective amendment Maine Yankee 
requests authority to enter into a proposed First 
Amendment to the loan agreement between Maine 
Yankee and the Fuel Company dated as of August 
26, 1976. Said First Amendment will increase the 
aggregate principal amount of loans which Fuel 
Company will make to Maine Yankee from 
$35,000,000 to $50,000,000 and the guarantee by 
Maine Yankee of certain obligations to be incurred 
by Fuel Company in connection with said additional 
amount of promissory notes. As of December 31, 
1979, $33,450,000 of such loans were outstanding. 
It is stated that the purpose of the increase in the 
loan commitment is to make additional funds 
available in order to finance the acquisition of a part 
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of the nuclear fuel which will be required to operate 
the plant and to repay bank indebtedness used to 
finance the acquisition of nuclear fuel used in the 
plant since it commenced operation. In connection 
with the First Amendment to the loan agreement, the 
Fuel Company and Manufacturers Hanover Trust 
Company will enter into a First Amendment to their 
credit agreement dated as of August 26, 1976 to 
increase the bank’s commitment under said credit 
agreement from $35,000,000 to $50,000,000 and to 
reduce the fee charged by the bank for outstanding 
letters of credit from 1-1/4% to .95%. 


The notes will be issued pursuant to a loan 
agreement (“loan agreement”) between the Fuel 
Company and Maine Yankee. The period during 
which Fuel Company may make such loans will be 
extended beyond the initial five year period until 
2002, unless three years’ notice of a desire to have 
the obligation of Fuel Company to make loans under 
the loan agreement terminate at an earlier date is 
given by one party to the other. The notes will beara 
stated maturity of 2002, but the notes will also 
become due and payable (i) upon the expiration of 
the term of the loan agreement, or (ii) 270 days after 
termination of the loan agreement by reason of 
certain events specified in the loan agreement. The 
notes may be prepaid at any time in whole or in part 
without premium or penalty. 


Maine Yankee has also entered into a security 
agreement (“security agreement”) with the Fuel 
Company concurrently with execution of the loan 
agreement. The security agreement provides that 
Maine Yankee mortgages, pledges and assigns a 
continuing security interest to Fuel Company in (i) 
certain nuclear fuel, as defined in the loan 
agreement, (ii) Maine Yankee’s rights to receive and 
collect certain monthly payments under certain 
Capital Funds Agreements, as defined in the loan 
agreement. The security agreement states that such 
security interest is to be collateral security for the 
payment by Maine Yankee of all obligations incurred 
by Maine Yankee under the loan agreement. 


The notes will bear interest in an amount equal to the 
Fuel Company’s interest costs and other costs and 
expenses incurred by Fuel Company in connection 
with its loans to Maine Yankee plus 1/8 of 1% per 
annum of the aggregate principal amount of notes 
outstanding from time to time. The Fuel Company 
will finance its loans to Maine Yankee by the sale of 
the Fuel Company’s commercial paper through 
Goldman, Sachs & Co., for which service the latter 
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will receive a discount of 1/8 of 1% per annum. Such 
commercial paper will be supported by letters of 
credit under a credit agreement (‘credit 
agreement’) between Fuel Company and 
Manufacturers Hanover Trust Company (“bank”). 
The initial term of the credit agreement will be 5 
years, but it may be extended until 2002 under 
provisions similar to those governing the loan 
agreement. It is stated that the effective cost of the 
notes to Maine Yankee would be approximately 
18.70% per annum, assuming Fuel Company 
finances the purchase of the notes entirely by the 
sale of commercial paper yielding 17.5%. 


The credit agreement also authorizes Fuel Company 
to make direct borrowings from the bank so long as 
the aggregate principal amount of the outstanding 
letters of credit and direct borrowings does not 
exceed $50,000,000. The bank will charge a 
commitment fee of 1/8 of 1% per annum on the 
excess of the maximum credit available under the 
credit agreement over the aggregate of (i) the 
amount of commercial paper outstanding and (ii) 
the amount of direct borrowings by Fuel Company. 
The annual interest rate on direct borrowings will be 
125% of the base rate (“base rate”) in effect at the 
bank from time to time. The base rate will be the 
higher of the rate of interest charged by the bank on 
certain commercial loans (“prime rate”) or the 
average rate for certain commercial paper. 
Assuming Fuel Company financed purchase of 
$50,000,000 in notes entirely through bank 
borrowings based on a prime rate of 19%, the 
effective cost of the notes would be 23.75%. 


Maine Yankee further proposes to execute a 
guarantee of (i) the obligations of Fuel Company to 
make payments under the credit.agreement and (ii) 
the payment of commercial paper which Fuel 
Company issues pursuant to the loan agreement. 


Maine Yankee has sinking fund provisions 
applicable to its Series A, B and C First Mortgage 
Bonds. These sinking fund payments will aggregate 
$4,775,000 annually through the year 2001. Maine 
Yankee has only one nuclear generating plant and no 
additional generating facilities are planned by Maine 
Yankee. 


It is requested that the issuance of such additional 
notes be exempt from the competitive bidding 
requirements of Rule 50 by virtue of paragraph 
(a)(5) thereof. The fees and expenses to be incurred 
in connection with the proposed transaction will be 
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supplied by amendment. It is stated that the Maine 
Public Utilities Commission has jurisdiction over the 
proposed transaction and that no other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 23, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application as amended by said post-effective 
amendment, which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the applicant at the above stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application, as amended by said post-effective 
amendment or as it may be further amended, may 
be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such 
rules as provided. in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21544/May 1, 1980 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5943) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO DIVIDEND 
REINVESTMENT AND STOCK PURCHASE PLAN 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, has filed with this 
Commission a post-effective amendment to its 
application-declaration previously filed and 
amended pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (“Act”), 
and Rule 50 promulgated thereunder concerning 
the following transaction. 


By orders dated February 8, 1977, April 19, 1978, 
March 29, 1979 and August 8, 1979 (HCAR Nos. 
19879, 20506, 20979 and 21180) AEP was 
authorized to issue and sell, from time to time 
through April 30, 1980, up to 7,000,000 shares of its 
authorized but unissued common stock pursuant to 
its dividend reinvestment and stock purchase plan 
(“Plan”). AEP states that through March 11, 1980, a 
total of 5,695,467 shares had been issued and sold, 
leaving a balance of 1,304,533 shares available for 
issuance and sale. 


The Plan basically provides that a participant may 
(1) purchase shares of common stock from AEP 


quarterly by automatically reinvesting cash 
dividends on all or less than all (a specified number) 
of shares of common stock registered in his name, or 
(2) purchase shares of common stock from AEP as 
often as once a month by making optional cash 
payments up to a maximum of $5,000 per calendar 
quarter, or (3) do both. The price of shares 
repurchased with reinvested cash dividends is 95% 
of the average of the daily high and low sales prices 
of AEP’s common stock for the five trading days 
ending on the day of purchase. All full-time 
employees of AEP system companies may enroll in 
the Plan to purchase shares of common stock with 
optional cash payments even though they are not 
registered holders of any shares of AEP common 
stock, and, if they wish, may arrange to make 
optional cash payments through regular payroll 
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deductions The minimum monthly deduction is $5 
and the maximum is 10% of regular salary or wages 
or $1,000, whichever is less. No brokerage 
commissions or service charges are paid by 
participants in connection with purchases in the 
Plan. All costs of administration of the Plan are paid 
by AEP. A participant may change his option under 
the Plan at any time and may withdraw from the Plan 
at any time by giving written notice to the Morgan 
Guaranty Trust Company of New York (the “Agent”). 
Unless the Agent is otherwise directed, the 
participant, upon withdrawal receives a certificate 
for all whole shares credited to his account and cash 
payment for the value of any fractional share. 


By post-effective amendment, AEP proposes to 
issue and sell, from time to time through June 30, 
1981, up to an additional 5,000,000 shares of its 
authorized unissued common stock, $6.50 par 
value. 


It is stated that the amounts of dividends reinvested 
each quarter under the Plan have grown 
continuously. The following table shows the actual 
amounts of dividends reinvested each quarter under 
the Plan during 1978, 1979 and the first quarter of 
1980, and the amounts of dividends that may be 
reinvested (assuming continuation of the trend and 
without giving effect to the possible acquisition by 
AEP of Columbus and Southern Ohio Electric 
Company (CSOE)) during the remainder of 1980 and 
the first two quarters of 1981, based on a straight- 
line projection of the 1978-1980 data: 


Quarter 
Ended 


Actual Actual 
1978 1979 
(In thousands) 
$4,840 $6,517 
5,031 7,246 
5,198 7,700 
5,866 9,176 


Projected 
1980 


Projected 
1981 


Mar. 
June 
Sep. 
Dec. 
*Actual 


$9,951* $12,100 
10,100 12,700 
10,800 _ 
11,400 _ 


Although the actual amount of reinvested dividends 
may vary from the above projections, approximately 
$57,100,000 of dividends may be reinvested during 
such period, requiring the issuance of up to 
3,700,000 shares of common stock (based on 95% 
of the March 20, 1980 closing price of $16-1/4). 


Optional cash payments by participants totalled 
approximately $15,077,000 in 1979 and 
$13,409,000 in 1978. Based on its estimates of 
future shareholder participation, AEP feels that the 
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proposed adciitional 5,000,000 shares of common 
stock, together with the remaining shares already 
authorized, is necessary to meet its anticipated 
requirements and provide a sufficient margin to 
meet unexpected contingencies, such as an ex- 
traordinary incre.ase in participation in the Plan or 
extraordinary dec.rease in the market price of the 
common stock. 


AEP requests an exemption from the competitive 
bidding requirements: of Rule 50 pursuant to Rule 
50(a)(5). 


The fees and expenses ito be incurred in connection 
with the proposed transaction, exclusive of Agent 
fees estimated at $300,000, are estimated at 
$100,750, including printing expenses of $40,000, 
legal fees of $5,000 and acc‘ountant’s fees of $5,000. 
No federal or state commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application- 
declaration has been. giver) in the manner 
prescribed in Rule 23 promulgiated under the Act 
(HCAR No. 21507), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-a'eclaration be 
granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration be and hereby is granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that (1) 
certificates thereunder shall be filed quarterly and 
shall disclose (a) for original issue shares, a 
summary of the number of shares issued to plan 
participants and the total net proceeds realized 
thereby, and (b) for market purchased shares (if 
any), the number of such shares sold to plan 
participants and the amount of any debits or creciits 
to administrative costs of the plan which result from 
differences between the price at which: such shares 
were purchased in the market and the price at which 
they are sola to plan participants, and (2) the 
certificate reporting the results of the last quarter of 
the calendar year shall also disclose a summary of 
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the total expenses incurred, directly or indirectly, 
including the separate detail of any aggregate 
credits or debits discussed in (1)(a) above, by AEP 
for operating the Plan during the preceding calendar 
year. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21545/May 1, 1980 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
212 East Sixth Street 
Tulsa, Oklahoma 74119 


(70-6453) 


NOTICE OF PROPOSED CHARTER AMENDMENTS 
AND ORDER AUTHORIZING SOLICITATION OF 
PROXIES IN CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that Public Service 
Company of Oklahoma (“PSO”), an electric utility 
subsidiary company of Central and South West 
Corporation (“CSW”), a registered holding company, 
has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”), designating Sections 6(a), 7 and 
12(e) of the Act and Rules 62 and 65 promulgated 
thereunder as applicable to the proposed 
transaction. All interested persons are referred to 
the: declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


PSO proposes to amend its Amended Articles of 
Incorporation, as amended (the “Articles’), to 
authorize an increase in the proportion of permitted 
unsecured debt of PSO that may mature in less than 
10 years. PSO proposes that the Articles be 
amended to allow it to incur unsecured obligations 
maturing in less than ten years (“short-term debt”) 
up to an amount not to exceed 20% of the sum of 
PSO’s total secured debt, capital stock and surplus 
(“total capitalization”), provided that after June 30, 
1985, short-term debt outstanding and not maturing 
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prior to July 1, 1986 could not exceed 10% of total 
capitalization without the approval of the holders of a 
majority of the Preferred Stock outstanding. The 
proposed amendment would reinstate that 
restriction on incurring short-term debt after June 
30, 1985. The purpose of the proposed amendment 
is to increase the alternatives available to PSO in 
meeting its financing needs. As of March 31, 1980, 
the existing short-term debt limitations of the 
Articles restricted the amount of short-term debt 
that PSO could have outstanding to a total of 
approximately $91,000,000. 


PSO’'s estimated construction and fuel exploration 
and development expenditures (inclusive of 
allowance for funds used during construction) total 
$197,000,000 for 1980 and $185,000,000 for 1981, 
respectively. In order to continue to pay ongoing 
construction expenditures PSO has secured a ten 
year $90,000,000 non-negotiable loan from six 
major banks. The principal amount of the notes is 
due May 15, 1990 and interest is payable quarterly. 
This loan along with PSO’s currently outstanding 
short-term borrowings of $90,000,000 is the 
maximum amount of unsecured debt PSO may 
issue. The bank notes are prepayable at any time 
without penalty. The amendment will still limit PSO’s 
unsecured obligations to a total of $180,000,000, 
but as a result of the amendment, all such 
borrowings could be short-term debt. The proposed 
amendment would give PSO the ability to prepay the 
bank notes at any time with short-term debt. Such 
prepayment would occur if in PSO’s opinion it were 
economically in PSO’s best interest. 


PSO proposes to call a special meeting of its 
shareholders (both Preferred Stock and Common 
Stock) to be held on or about June 9, 1980 to 
consider and vote upon the adoption of the proposed 
amendment. PSO proposes to mail the Notice and 
Proxy Statement, together with Proxy, on or about 
May 9, 1980, to all shareholders of record on the 
books of PSO at the close of business on April 30, 
1980. 


Each share of Common Stock is entitled to one vote 
with respect to the amendment and each share of 
Preferred Stock is entitled to ten votes with respect to 
the amendment. Under Oklahoma law and the terms 
of the Articles, the proposed amendment requires 
the affirmative vote of the holders of at least two- 
thirds of the outstanding shares of Preferred Stock 
(voting as a class) entitled to vote at the meeting and 


1324/SEC DOCKET 


the affirmative vote of the holders of at least a 
majority of the votes of the outstanding shares of 
Preferred Stock and Common Stock (voting 
together) entitled to vote at the mee:ting. CSW is the 
holder of all 10,482,000 outstanding shares of PSO’s 
Common Stock and had indicate:d its intention to 
vote such shares in favor ‘of the proposed 
amendment. 


Fees and expenses to be incurred in connection with 
the proposed transaction are ‘estimated at $11,000. 
No state commission and nip federal commission, 
other than this Commission, !nas jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 28, 1980, request in 
writing that a hearing be ‘held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issuess of fact or law raised by said 
declaration, which he: desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addresssed: Secretary, Securities and 
Exchange Commis‘sion, Washington, D.C. 20549. A 
copy of such requezst should be served personally or 
by mail upon the declarant at the above stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
declaration, as. filed, or as it may be amended, may 
be permitted to become effective as provided in Rule 
23 of the General Rules and Regulations 
promulgateci under the Act, or the Commission may 
grant exemption from such rules as provided in 
Rules 20(@) and 100 thereof or take such other 
action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered wvill receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered’) and any postponements thereof. 


It appearing to the Commission that the declaration, 
insofar as it proposes to solicitation of proxies from 
PSO’s, stockholders, should be permitted to become 
effective forthwith pursuant to Rule 62: 


IT IS ORDERED that the declaration regarding the 
proposed solicitation of proxies of PSO’s 
stockholders be, and it hereby is, permitted to 
become effective forthwith pursuant to Rule 62 and 
subject to the terms and conditions prescribed in 
Rule 24 under the Act. 
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‘For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21546/May 1, 1980 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-6436) 


ORDER AUTHORIZING HOLDING COMPANY TO 
ISSUE UNSECURED NOTES TO BANKS; EXCEPTION 
FROM COMPETITIVE BIDDING 


The Columbia Gas System, Inc. (“Columbia”), a 
registered holding company, has filed a declaration 
and an amendment thereto with this Commission 
pursuant to Section 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 
50(a)(2) promulgated thereunder regarding the 
following proposed transactions. 


Columbia’s operating subsidiaries are principally 
engaged in one or more phases of the natural gas 
business, including: exploration and development of 
hydrocarbon reserves (principally natural gas), 
production, purchase storage, transmission, 
distribution and wholesale and retail sale of natural 
gas, production of synthetic gas from hydrocarbon 
feedstock, importation and regasification of liquified 
natural gas, research and development of coal 
gasification and production and sale of propane and 
other extracted hydrocarbon products. It is presently 
estimated that up to $200,000,000 of long-term 
capital will be required during 1980 in order to 
finance the 1980 capital expenditures programs of 
Columbia’s subsidiaries. (See File 70-6435) 


Columbia seeks authorization to issue up to an 
aggregate principal amount of $200,000,000 of 
unsecured subordinated promissory notes to a 
group of commercial banks under a Revolving Credit 
and Term Loan Agreement (“Agreement”). This 
Agreement would provide a “back up” line of credit. 
Columbia states that in view of the current disarray 
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in the bond markets, such a line of credit is 
necessary in the event it becomes impractical or 
uneconomic to sell its debentures and to provide 
flexibility as to the timing of any such sales. The net 
proceeds from the borrowings will be added to the 
general funds of Columbia, which, together with 
funds then available and funds subsequently 
generated from operations, will be used to provide 
the necessary capital for the programs of its 
subsidiaries. 


The bank borrowings will be made from the following 
banks up to the maximum amounts set forth below: 


Bank Amount 


Morgan Guaranty Trust Company of New York ... $75,000,000 
40,000,000 
25,000,000 
20,000,000 
10,000,000 
10,000,000 
10,000,000 


Bankers Trust Company 

Manufacturers Hanover Trust:Company 
Chemical Bank 

Bank of Montreal Trust Company 

First City Bank of Houston 

BancOhio National Bank 


10,000,000 
$200,000,000 


The Agreement will provide for two forms of notes: a 
Revolving Credit Note and a Term Note (collectively, 
the “Notes”). The Revolving Credit Note for each 
participating bank will be the lesser of the aggregate 
amount of its Commitment or the aggregate unpaid 
principal amount ofall loans made by such bank, will 
mature April 1, 1985, and will provide for 
prepayment and reborrowing throughout the 
revolving period. Under the Agreement, each bank 
agrees to lend on April 1, 1985, an amount not to 
exceed its commitment; however, to the extent 
necessary, each bank shall apply any portion of the 
proceeds to repay any outstanding balance on the 
Revolving Credit Notes. The Term Notes will be 
dated April 1, 1985, and will mature on March 31, 
1987. The Revolving Credit Note will bear interest at 
the Fluctuating Prime Commercial Lending Rate of 
Morgan Guaranty Trust Company of New York 
(“Prime”) during the first three years, and at 103% 
times Prime during the fourth and fifth years. The 
Term Note will bear interest at 105% times Prime. 
Under the terms of the Agreement, Columbia would 
pay a fee of 2% per annum of the Prime times the 
aggregate amount of the line plus 1/2 of 1% per 
annum of the unused portion of the line. If half the 
line of credit were borrowed, the effective cost of 
borrowing would be 19.74% during the first three 
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years, 20.295% during the fourth and fifth years and 
20.665% during the sixth and seventh years, based 
upon a prime commercial rate of 18%%. 


No amortization will be required on the Notes and 
they may be prepaid in whole or in part at any time 
without penalty. The Notes will be subordinated to 
the debentures of Columbia presently outstanding 
or to be outstanding under the Indenture dated as of 
June 1, 1961, between Columbia and Morgan 
Guaranty Trust Company of New York, Trustee. 


Columbia requests exception from the competitive 
bidding requirements of Rule 50 pursuant to clause 
(a)(2) thereof. In this connection, Columbia states 
that the Notes will have a maturity of ten years or 
less, will be issued to a commercial bank and no fee 
or remuneration is to be paid to any third person for 
negotiating the arrangement. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated not to 
exceed $22,000, including services of Columbia Gas 
System Service Corporation of $10,000 and 
estimated legal fees of $10,000 to be paid by 
Columbia to counsel for the banks. No state 
commission and no federal commission, other than 
this Commission has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21516), and 
no hearing has been requested of or ordered by the 
Commission. Upon. the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 

Regulation, pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21547/May 1, 1980 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-6437) 


NOTICE OF PROPOSAL TO ISSUE SHORT-TERM 
NOTES TO BANKS AND COMMERCIAL PAPER TO 
DEALERS 


NOTICE IS HEREBY GIVEN that The Columbia Gas 
System, Inc. (“Columbia”), a registered holding 
company, has filed an application with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”) designating Section 
6(b) of the Act and Rule 50 promulgated thereunder 
as applicable to the proposed transaction. All 
interested persons are referred to the application, 
which is summarized below, for a complete 
statement of the proposed transaction. 


Columbia proposes to issue notes to banks and 
commercial paper to dealers from time to time 
through May 31, 1981. The aggregate amount of 
bank borrowings and commercial paper will not 
exceed $335,000,000 at any one time outstanding. 
At present Columbia is authorized to make short- 
term borrowings in a maximum aggregate principal 
amount of $270,000,000 through May 31, 1980 
pursuant to the Commission’s order of August 22, 
1979 (HCAR No. 21196). Columbia has no short- 
term notes outstanding pursuant to such 
authorization. 


The proposed transaction is designed to enable 
Columbia to furnish funds to its subsidiary 
companies for purchase of gas for underground 
storage and liquid hydrocarbon inventories and for 
other short-term requirements. A separate 
application (File No. 70-6435) has been filed with 
this Commission seeking authorization to furnish 
such funds to its subsidiaries. The short-term gas 
and liquid hydrocarbon requirements of 
approximately $346,100,000 may make it 
necessary to have outstanding at any one time 
through May 31, 1981, short-term notes in the 
aggregate amount of $335,000,000. 


Columbia may sell commercial paper to one or more 
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commercial paper dealers and continue to do so as 
long as the effective interest rate on such 
commercial paper is less than the effective interest 
cost which Columbia would have to pay to the banks 
for an equivalent amount of funds as of the date of 
borrowing except that, in order to obtain greater 
flexibility, commercial paper may be issued with a 
maturity of not more than 60 days from the date of 
issue with an effective interest cost in excess of the 
effective interest cost on bank borrowings. 


Commercial paper will be issued by Columbia in 
denominations of not less than $50,000 nor more 
than $5,000,000 and will be reoffered by the dealer 
or dealers in such a manner as not to constitute a 
public offering. Such commercial paper will be sold 
by Columbia to the dealer or dealers at a discount 
rate which will not be in excess of the discount rate 
per annum prevailing at the date of issuance for 
commercial paper of that particular maturity and 
rating, sold by issuers thereof to commercial paper 
dealers. No commission or fee will be payable by 
Columbia in connection with the issuance and sale 
of such commercial paper. The purchasing dealer, 
however, will reoffer such notes at a discount rate of 
1/10 of 1% per annum less than such discount rate 
to the issuer. 


The commercial paper will be reoffered by the 
commercial paper dealer or dealers to not more than 
200 of their customers (a total of 200 customers if 
more than one dealer) identified and designated in 
non-public lists of institutional investors prepared in 
advance by each of them for this purpose. It is 
expected that Columbia’s commercial paper will be 
held by customers to maturity, but if they wish to 
resell prior thereto, the commercial paper dealer, 
pursuant to repurchase agreement, will repurchase 
the notes and reoffer the same to others in this 
designated list of customers. 


The commercial paper shall be in the form of a 
promissory note with maturities to be determined by 
market conditions, effective interest cost to 
Columbia and Columbia’s anticipated cash 
requirements at the time of issuance. The 
commercial paper to be issued by Columbia, in 
accordance with the established custom and 
practices in the market, would not be payable prior 
to maturity. 


For short-term purposes, Columbia intends to 


secure credit lines from banks in an aggregate 
amount of up to $335,000,000. Borrowings under 
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these lines of credit will be repaid by May 31, 1981. 
Columbia will also have the right to prepay any or all 
of such bank notes, in whole or in part, without 
penalty. Columbia is currently negotiating credit line 
terms with banks and the results of such 
negotiations, credit line terms and a list of 
participating banks will be filed by amendment. 


The fees, commissions and expenses to be incurred 
by Columbia in connection with the proposed 
transaction are estimated at $25,000, including 
rating fees of $21,000. It is stated that no state or 
federal regulatory authority, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 27, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the application, 
as filed or as it may be amended, may be granted 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
or orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 


INVESTMENT COMPANY ACT OF 1940 





TRUST INDENTURE ACT OF 1939 
Release No. 564/April 25, 1980 


An order has been issued under the Trust Indenture 
Act of 1939 on an application of Chrysler 
Corporation and Chrysler Overseas Capital 
Corporation that the trusteeship of J. Henry 
Schroder Bank and Trust Company under two 
indentures qualified under the Act and under two 
indentures not so qualified are not so likely to involve 
a material conflict of interest as to make it necessary 
to disqualify the J. Henry Schroder Bank and Trust 
Company from acting as trustee. 





TRUST INDENTURE ACT OF 1939 
Release No. 565/May 1, 1980 


In the Matter of 
TRANS WORLD AIRLINES, INC. 
File No. 22-10302 


APPLICATION PURSUANT TO SECTION 
310(b)(1)(ii) 


The Securities and Exchange Commission has 
issued a Notice giving interested persons until May 
23, 1980 to request a hearing on an application by 
Trans World Airlines, Inc. (“Applicant”) pursuant to 
Section 310(b)(1)(ii) of the Trust Indenture Act of 
1939 (the “Act”) declaring that the trusteeships of 
The Bank of New York (the “Bank”) under (1) an 
existing Trust Indenture, which is qualified under 
the Act, (2) an Equipment Trust Agreement, and (3) 
an Indenture of Mortgage, neither of which is 
qualified under the Act, and the agency of the Bank 
under a Pledge Agreement, which is not qualified 
under the Act, are not so likely to involve a material 
conflict of interest as to make it necessary in the 
public interest or for the protection of investors to 
disqualify the Bank from acting as trustee under the 
Trust Indenture. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11122A/May 1, 1980 


In the Matter of 


D. L. BABSON MONEY MARKET FUND, INC. 
2440 Pershing Road 
Kansas City, Missouri 64108 


(812-4578) 
ERRATA: 


This is to correct an error made in Investment 
Company Act Release No. 11122, issued on April 8, 
1980, In the Matter of D. L. Babson Money Market 
Fund, inc. (812-4578). The first condition in 
paragraph four of the release reads as follows: 


“1. The Board of Directors of Applicant, in 
supervising Applicant’s operations and delegating 
special responsibilities involving portfolio 
management to Applicant’s investment adviser, 
undertake—as a particular responsibility within the 
overall duty of care owed to Applicant’s 
shareholders—to assure to the extent reasonably 
practicable taking into account current market 
conditions affecting Applicant’s shares as computed 
for purposes of distribution, redemption and 
repurchases, rounded to the nearest one cent, will 
not deviate from $1.00;” 


This condition in paragraph four of the release 
should be changed to read as follows (changes 
italicized): 


“1. The Board of Directors of Applicant, in 
supervising Applicant’s operations and delegating 


special responsibilities involving portfolio 
management to Applicant’s investment adviser, 
undertake—as a particular responsibility within the 
overall duty of care owed to Applicant's 
shareholders—to assure to the extent reasonably 
practicable taking into account current market 
conditions affecting Applicant’s investment 
objective, that the price per share of Applicant's 
shares as computed for purposes of distribution, 
redemption and repurchase, rounded to the nearest 
one cent, will not deviate from $1.00;” 
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The above change in paragraph four of the release is 
hereby incorporated into said release. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11140/April 25, 1980 


In the Matter of 


CENTENNIAL CAPITAL CASH 
MANAGEMENT TRUST 

One New York Plaza 

New York, New York 10004 


(812-4426) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
AMENDING PRIOR ORDER OF EXEMPTION FROM 
RULES 2a-4 AND 22c-1 UNDER THE ACT 


Centennial Capital Cash Management Trust 
(“Applicant”), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, 
diversified management investment company, filed 
an application on November 2, 1979, and an 
amendment thereto on March 11, 1980, requesting 
an order of the Commission amending a prior order 
of the Commission dated July 13, 1979 (Investment 
Company Act Release No. 10777) which exempted 
Applicant from the provisions of Rules 2a-4 and 22c- 
1 under the Act to the extent necessary to permit 
Applicant to compute its price per share for the 
purposes of sales and redemptions of its shares to 
the nearest one cent on a share value of one dollar. 
Applicant, in such prior order, consented that in 
order to attempt to assure the stability of its net asset 
value per share it would adhere to the following 
conditions: 


(1) Applicant’s Trustees, in supervising Applicant's 
operations and delegating special responsibilities 
involving portfolio management to Applicant's 
investment adviser, undertake—as a_ particular 
responsibility within their overall duty of care owed 
to Applicant’s shareholders—to assure to the extent 
reasonably practicable, taking into account current 
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market conditions affecting Applicant's investment 
objectives, that Applicant’s price per share as 
computed for the purpose of distribution, 
redemption and repurchase, rounded to the nearest 
one cent, will not deviate from $1.00; 


(2) Applicant will maintain a dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable price per share, 
and Applicant will not purchase a portfolio security 
unless it matures in twelve months or less from the 
date of purchase or is subject to a repurchase 
agreement so maturing, or has been called for 
redemption within twelve months where Applicant's 
investment adviser shall have determined that the 
risk that such redemption will not take place is 
minimal; nor will it maintain a dollar-weighted 
average portfolio maturity in excess of 120 days; and 


(3) Applicant will invest only in obligations issued or 
guaranteed by the U.S. governmentor its agencies or 
instrumentalities; bank time deposits, certificates of 
deposit, bankers acceptances and other bank 
obligations; high-grade commercial paper and other 
debt obligations rated A-1 by Standard & Poor's 
Corporation or Prime-l1 by Moody’s Investors 
Service, Inc. or issued by companies having an 
outstanding debt issue rated at least “AA” by 
Standard & Poor’s Corporation or at least “Aa” by 
Moody’s Investors Service, Inc.; other obligations 
accompanied by a guarantee of principal and 
interest issued by a bank or corporation whose 
certificates of deposit or commercial paper may 
otherwise be purchased; such obligations and 
guarantees must be due within twelve months or less 
from the date of purchase; and repurchase 
agreements for the obligations of the types listed 
above. Investments in bank time deposits, 
certificates of deposit, bankers acceptances and 
other bank obligations are limited to domestic banks 
or savings and loan associations subject to 
regulation by the U.S. government having in excess 
of U.S. $1 billion in total assets. Investments in 
repurchase agreements are limited to transactions 
with a financial institution believed by Applicant’s 
investment adviser to present minimal credit risks. 


The amended order would delete condition (3) of the 
prior order as set forth above and substitute in its 
place the following condition (3): 


(3) Applicant will limit its portfolio investments, 


including repurchase agreements, to those 
instruments which are denominated in U.S. dollars 
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and which the Trustees of Applicant determine 
present minimal credit risks, and which are of high 
quality as determined by any major rating service or, 
in the case of any instrument that is not rated, of 
comparable quality as determined by the Trustees. 


On March 24, 1980, a notice (Investment Company 
Act Release No. 11100) was issued of the filing of 
said application. The notice gave interested persons 
an opportunity to request a hearing, and stated that 
an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for amendment of the 
Commission's order dated July 13, 1979, contained 
in Investment Company Act Release No. 10777 to 
the extent requested, be and hereby is, granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11141/April 25, 1980 


In the Matter of 


OPPENHEIMER MONETARY BRIDGE, INC. 
One New York Plaza 
New York, New York 10004 


(812-4425) 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


AMENDING PRIOR ORDER OF EXEMPTION FROM 
RULES 2a-4 AND 22c-1 UNDER THE ACT 


Oppenheimer Monetary Bridge, Inc. (“Applicant”), 
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registered under the Investment Company Act of 
1940 (“Act”) as an open-end, diversified 
management investment company, filed an 
application on November 2, 1979, and an 
amendment thereto on March 11, 1980, requesting 
an order of the Commission amending a prior order 
of the Commission dated July 13, 1979 (Investment 
Company Act Release No. 10776) which exempted 
Applicant from the provisions of Rules 2a-4 and 22c- 
1 under the Act to the extent necessary to permit 
Applicant to compute its price per share for the 
purposes of sales and redemptions of its shares to 
the nearest one cent on a share value of one dollar. 
Applicant, in such prior order, consented that in 
order to attempt to assure the stability of its net asset 
value per share it would adhere to the following 
conditions: 


(1) Applicant's Board of Directors, in supervising 
Applicant’s operations and delegating special 
responsibilities involving portfolio management to 
Applicant’s investment adviser, undertake—as a 
particular responsibility within their overall duty of 
care owed to Applicant’s shareholders—to assure to 
the extent reasonably practicable, taking into 
account current market conditions affecting 
Applicant’s investment objectives, that Applicant's 
price per share as computed for the purpose of 
distribution, redemption and repurchase, rounded 
to the nearest one cent, will not deviate from $1.00; 


(2) Applicant will maintain a_ dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable price per share, 
and Applicant will not purchase a portfolio security 
unless it matures in one year or less or is subject toa 
repurchase agreement, the delivery under which 
does not exceed one year, or has been called for 
redemption within one year where Applicant’s 
investment adviser shall have determined that the 
risk that such redemption will not take place is 
minimal; nor will it maintain a dollar-weighted 
average portfolio maturity in excess of 120 days; and 


(3) Applicant will invest only in debt obligations 
payable in dollars issued or guaranteed by the 
federal government, federal governmental agencies, 
or certain banks, savings and loan associations, and 
corporations. Investments in banking obligations 
will be limited to certificates of deposit issued by 
domestic banks or savings and loan associations 
which have total assets in excess of $1 billion and 
bankers acceptances or letters of credit guaranteed 
by U.S. commercial banks having total assets in 
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excess of $1 billion. The commercial paper 
purchased by Applicant shall be (i) rated Prime-1 or 
Prime-2 by Moody’s Investors Service, Inc., or A-1 or 
A-2 by Standard & Poor’s Corporation, or (ii) issued 
by companies having an outstanding debt issued 
rated at least Aa by Moody’s Investors Service, Inc. or 
at least AA by Standard & Poor’s Corporation. Other 
obligations purchased by Applicant will be either 
debt instruments issued by domestic corporations 
rated Aa or better by Moody’s Investor Services, Inc., 
or AA or better by Standard & Poor’s Corporation or 
obligations issued by other entities accompanied by 
a guarantee of principal and interest by a bank or 
corporation whose certificates of deposit or 
commercial paper may otherwise be purchased by 
Applicant. Investments in repurchase agreements 
will be limited to transactions with a financial 
institution believed by Applicant’s investment 
adviser to present minimal credit risks. 


The amended order would delete condition (3) of the 
prior order as set forth above and substitute in its 
place the following condition (3): 


(3) Applicant will limit its portfolio investments, 
including repurchase agreements, to those 
instruments which are denominated in U.S. dollars 
and which the Board of Directors of Applicant 
determines present minimal credit risks, and which 
are of high quality as determined by any major rating 
service or, in the case of any instrument that is not 
rated, of comparable quality as determined by the 
Board of Directors. 


On March 24, 1980, a notice (Investment Company 
Act Release No. 11099) was issued of the filing of 
said application. The notice gave interested persons 
an opportunity to request a hearing, and stated that 
an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for amendment of the 
Commission’s order dated July 13, 1979, contained 
in Investment Company Act Release No. 10776 to 
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the extent requested, be and hereby is, granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11142/April 25, 1980 


In the Matter of 


FIDELITY FUND, PURITAN FUND 

FIDELITY TREND FUND, SALEM FUND 
FIDELITY EQUITY-INCOME FUND 
CONTRAFUND, CONGRESS STREET FUND 
MAGELLAN FUND, FIDELITY DESTINY FUND 
FIDELITY CORPORATE BOND FUND 
FIDELITY DAILY INCOME TRUST 

FIDELITY THRIFT TRUST 

FIDELITY LIMITED TERM MUNICIPALS 
FIDELITY MUNICIPAL BOND FUND 
FIDELITY AGGRESSIVE INCOME FUND 
FIDELITY HIGH YIELD MUNICIPALS 
FIDELITY ASSET INVESTMENT TRUST 
FIDELITY MONEY MARKET TRUST 

FIDELITY GOVERNMENT SECURITIES FUND 
FIDELITY CASH RESERVES 

FIDELITY TAX-EXEMPT MONEY MARKET TRUST 
FIDELITY TRIAD FUND 


82 Devonshire Street 
Boston, Massachusetts 02109 


(812-4565) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) 
OF THE ACT AND PURSUANT TO SECTION 10(f) OF 
THE ACT EXEMPTING CERTAIN TRANSACTIONS 
FROM THE PROVISIONS OF SECTION 10(f) OF THE 
ACT 


Fidelity Fund, Puritan Fund, Fidelity Trend Fund, 
Salem Fund, Fidelity Equity-Income Fund, 
Contrafund, Congress Street Fund, Magellan Fund, 
Fidelity Destiny Fund, Fidelity Corporate Bond Fund, 
Fidelity Daily Income Trust, Fidelity Thrift Trust, 
Fidelity Limited Term Municipals, Fidelity Municipal 
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Bond Fund, Fidelity Aggressive Income Fund, 
Fidelity High Yield Municipals, Fidelity Asset 
Investment Trust, Fidelity Money Market Trust, 
Fidelity Government Securities Fund, Fidelity Cash 
Reserves, Fidelity Tax-Exempt Money Market Trust 
and Fidelity Triad Fund (“Applicants”), each an 
open-end investment company registered under the 
Investment Company Act of 1940 (“Act”), filed an 
application on November 9, 1979, and amendments 
thereto on January 21, 1980, and February 29, 1980, 
pursuant to Section 6(c) of the Act, for an order of the 
Commission declaring that Bertram H. Witham, Jr., 
a director, trustee or general partner of Applicants, 
shall not be deemed to be an interested person of 
Applicants within the meaning of Section 2(a)(19) of 
the Act solely by reason of his status as a consultant 
to Merrill Lynch International Incorporated, a 
holding and management company all of whose 
stock is held by Merrill Lynch & Co., and, pursuant to 
Section 10(f) of the Act, for an order exempting 
certain transactions of Applicants from the 
provisions of Section 10(f) of the Act so as to permit 
Applicants to purchase securities in public offerings 
in which Merrill Lynch, Pierce, Fenner & Smith, Inc., 
which may be deemed to be an affiliated person of 
Mr. Witham, participates as a principal underwriter. 


On March 28, 1980, a notice (Investment Company 
Act Release No. 11107) was issued of the filing of 
said application. The notice gave interested persons 
an opportunity to request a hearing and stated that 
an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Section 2(a)(19) of the Act, to the 
extent requested, be, and hereby is, granted, 
effective forthwith, and 


IT |S FURTHER ORDERED, pursuant to Section 10(f) 
of the Act, that the application for exemption from 
the provisions of Section 10(f) of the Act, to the 
extent requested, be, and hereby is granted, 
effective forthwith. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11143/April 29, 1980 


In the Matter of 


BEAR, STEARNS & CO. 

NEW YORK MUNICIPAL TRUST, 
(Series 1 and Subsequent Series) 

MUNICIPAL SECURITIES TRUST 
(Series 1 and Subsequent Series) 


and 


A CORPORATE TRUST 

(Series 1 and Subsequent Series) 
55 Water Street 
New York, New York 10041 


(812-4542) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER 
EXEMPTING PROPOSED TRANSACTIONS FROM 
SECTION 22(d) OF THE ACT AND PURSUANT TO 
SECTION 11(a) OF THE ACT APPROVING 
PROPOSED EXCHANGE OF SHARES 


NOTICE IS HEREBY GIVEN that Bear, Stearns & Co. 
(“Bear, Stearns”), a partnership formed under the 
laws of New York, Municipal Securities Trust, Series 
1 and subsequent series (“Municipal”), New York 
Municipal Trust, Series 1 and subsequent series 
(“New York Municipal”), and A Corporate Trust, 
Series 1 and subsequent series (“Corporate”) 
(Municipal, New York Municipal and Corporate, as 
well as unit investment trusts organized and 
sponsored by Bear, Stearns in the future, are 
collectively referred to as the “Trusts”), each 
registered under the Investment Company Act of 
1940 (“Act”) as a unit investment trust (Trusts and 
Bear, Stearns are collectively referred to as 
“Applicants”), filed an application on October 1, 
1979, and amendments thereto on December 13, 
1979, and February 1, 1980, pursuant to Section 
6(c) of the Act, for an order of the Commission = 
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exempting certain transactions from the provisions 
of Section 22(d) of the Act and pursuant to Section 
11(a) of the Act, for an order approving certain 
exchanges. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicants state that Bear, Stearns is the sponsor of 
successive series of Municipal, New York Municipal 
and Corporate, each series being a separate unit 
investment trust. According to the application, the 
underlying portfolios of Municipal consist of general 
market tax exempt bonds; the underlying portfolios 
of New York Municipal consist of New York and 
Puerto Rico tax exempt bonds; and the underlying 
portfolio of Corporate consists of taxable bonds of 
corporations and governmental entities. 
Additionally, the application states that units of each 
Trust are distributed to the public through an 
underwriting syndicate (with Bear, Stearns 
accounting for the largest distribution to retail 
customers), with a sales charge of 4%% 
(approximately $45 per unit), which is modified bya 
volume discount of $5 per unit on purchases of 100 
to 499 units, $10 per unit on purchases of 500 to 999 
units and $20 per unit on purchases of 1,000 units or 
more by the same person during the initial public 
offering period. Moreover, Applicants state that 
although not obligated to do so, Bear, Stearns has 
maintained and intends to maintain in the future a 
secondary market in units of each Trust based upan 
the aggregate offering price of the underlying bonds 
in each Trust. As stated by Applicants, units 
purchased by Bear, Stearns inthe secondary market 
may be reoffered to the public at the then current 
aggregate offering price of the underlying bonds 
plus the applicable sales charge or Bear, Stearns 
may tender the shares to the Trustee for redemption; 
absent the maintenance of a secondary market by 
Bear, Stearns, units of the Trust could be tendered to 
the Trustee for redemption at any time, but the 
redemption price is based on the aggregate bid price 
of the underlying bonds which is generally 1% to 2% 
below the aggregate offering price of the bonds. 


Applicants have requested an exemption from the 
provisions of Section 22(d) of the Act and approval 
under Section 11(a) of the Act to permit unit owners 
of “Redemption Trust” to participate in a proposed 
“Conversion Offer.” As stated in the application, 
Redemption Trusts are registered unit investment 
trusts for which no active secondary markets in units 
of such trusts exist. According to the application, all 
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unit owners of all Redemption Trusts will be eligible 
to participate in the Conversion Offer, regardless of 
whether any such unit owners are or were retail 
customers of Bear, Stearns or whether or not Bear, 
Stearns participated as an underwriter or selling 
dealer in the original public offering of any units of 
such Redemption Trust. Applicants state that under 
the Conversion Offer unit owners of Redemption 
Trusts, following a redemption of such units, will be 
permitted to apply the redemption proceeds toward 
the purchase of units of any of the Trusts at the net 
offering side evaluation of such units, plus a fixed 
sales charge of $15 per unit. 


The proposed Conversion Offer, as stated by 
Applicants, will be effected in the following manner. 
The Conversion Offer will be made by means of the 
Current prospectus for each Trust. When a unit 
owner of a Redemption Trust indicates interest inthe 
Conversion Offer, either directly to Bear, Stearns or 
indirectly through a retail broker, the unit owner will 
be furnished a current prospectus of the Trust 
describing the Conversion Offer. The unit owner who 
elects to participate in the Conversion Offer will then 
place two orders with his retail broker: (1) an order to 
redeem the Redemption Trust units (the customer 
must then deliver his Redemption Trust unit 
certificates to his broker to be turned in to the trustee 
for redemption) and (2) an order to purchase units of 
any of the Trusts. The broker, in effecting this 
purchase, must certify to Bear, Stearns that the 
purchase is made pursuant to the Conversion Offer, 
thereby entitling the customer to the $15 per unit 
fixed sales charge rather than the full sales load 
charged on Trust units sold in regular transactions. 
Applicants also state that under the Conversion 
Offer, units of the Trusts will be sold at the current 
per unit offering side evaluation; that such trust units 
may be from either a current primary distribution or 
from Bear, Stearns’s secondary market; and that 
Redemption Trust unit owners participating in the 
Conversion Offer may purchase only up to the 
nearest whole number of units of any Trust that is 
equal to but not more in value than, the redemption 
proceeds. 


Applicants have also requested an exemption from 
the provisions of Section 22(d) of the Act and 
approval under Section 11(a) of the Act to permit 
Applicants to offer to unit owners of any of the Trusts 
in which Bear, Stearns is maintaining an active 
secondary market an “Exchange Privilege.” 
Applicants state that pursuant to this Exchange 
Privilege, Trust unit owners would be entitled to sell 
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units of a Trust to Bear, Stearns and simultaneously 
purchase from Bear, Stearns units of another Trust 
at a fixed, reduced sales charge of $15, provided 
that: (1) Bear, Stearns is maintaining a secondary 
market in the units of the Trust held by the unit 
owner, and (2) units of the “Exchange Trust” (the 
Trust into which the unit owner wishes to convert) 
are available for sale, either from the initial public 
offering or in the secondary market. Applicants also 
state that the price of both the repurchase of the 
original units and the purchase of the Exchange 
Trust units will be based on the aggregate offering 
side evaluation of the units in the respective Trust. 
Applicants state that although Bear, Stearns has 
indicated that it intends to maintain a secondary 
market for the units of all Trusts sponsored by it, itis 
under no obligation to continue the maintenance of 
such a market and expressly reserves the right to 
discontinue the secondary market for any Trust or 
series thereof. 


According to the application, the Exchange Privilege 
will operate in the following manner: (1) the unit 
owner must notify Bear, Stearns of his desire to sell 
his units and to apply the proceeds from the sale to 
the purchase of units of an Exchange Trust; (2) if 
units of one or more Exchange Trusts are available 
for sale at that time, the unit owner will be provided a 
current prospectus relating to each Exchange Trust 
in which he indicates interest; (3) if the unit owner 
elects to exercise the Exchange Privilege, his units 
will be repurchased at a price based on the 
aggregate offering side evaluation of the underlying 
bonds of the Trust, and units of the Exchange Trust 
will be sold at a price based on the aggregate offering 
side evaluation of the underlying bonds in the 
Exchange Trust, plus accrued interest and a $15 
sale charge. Applicants state that transactions 
effected pursuant to this Exchange Offer will be 
effected only in whole units; that any proceeds not 
used to acquire whole units will be remitted to the 
selling unit owner. 


As stated in the application, Bear, Stearns reserves 
the right to increase the sales charge on both the 
Conversion Offer and the Exchange Privilege in the 
future if the proposed charge should prove to be 
inadequate. Applicants state, however, that any 
such increase will only be made to reflect actual cost 
increases and expenses of administering the 
program and in no event will the sales charge be 
increased from $15 a unit to more than $20 per unit. 


Section 11(a) of the Act provides, in part, that it shall 
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be unlawful for any registered open-end investment 
company or any principal underwriter for such 
company to make, or to cause to be made, an offer to 
the holder of a security of such company or of any 
other open-end investment company, to exchange 
such security for a security in the same or another 
such company on any basis other than the relative 
net asset values of the respective securities to be 
exchanged, unless the terms of the offer have first 
been submitted to and approved by the 
Commission. Section 11(c) of the Act provides, 
among other things, that the provisions of Section 
11(a) shall be applicable, irrespective of the basis of 
the exchange, to any type of offer of exchange of the 
securities of registered unit investment trusts for the 
securities of any other investment company. 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company shall sell any 
redeemable security issued by it to any person 
except at a current public offering price described in 
the prospectus. 


Applicants submit that the proposed $15 per unit 
sales charge will fairly and adequately compensate 
Bear, Stearns and the participating underwriters and 
brokers for their services and expenses and will be 
apportioned as follows: Bear, Stearns will retain $10 
per unit on each transaction and pass on a broker’s 
allowance of $5. Applicants indicate that this is 
approximately the same net return to Bear, Stearns 
as it realizes from sales of units in the primary 
distribution of a newly organized Trust at a 4% 
percent full sales charge (approximately $45) after 
deducting the broker’s discount of $30 and 
absorbing the organizational, advertising and selling 
expenses incurred in connection with the 
organization, registration and public offering of each 
new Trust. Applicants also submit that the $5 
allowed the broker fairly compensates the broker for 
its advice and services, as unit owners of existing 
trusts are customers whose essential investment 
needs have been identified and who have been 
educated regarding the nature of an investmentina 
unit investment trust. Thus, it is expected that: (1) 
they will require less advice than an investor 
acquiring an interest in an entirely different kind of 
investment and (2) there may be no need to prepare 
special advertising or sales literature. 


Applicants submit that the Conversion Offer and 
Exchange Privilege would benefit the unit owners by 
enabling investors whose investment needs or tax 
situation may have changed to convert their 
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investments at a reduced sales charge. Applicants 
also submit that allowing investors to purchase units 
of a Trust at a reduced sales charge is fair also to 
investors who purchase or have purchased units of 
the Trusts in regular transactions subject to the full 
sales charge, as participants in the Conversion Offer 
or Exchange Privilege already have paid a full sales 
load on their original purchase of units. 


Applicants further submit that the Conversion Offer 
will have a minimal, if any, competitive effect on the 
unit trust market and will not cause a significant 
acceleration in the redemption rate of Redemption 
Trust units for the following reasons: (1) the 
Conversion Offer will be available only to a very 
limited class of people (these holding units of 
Redemption Trusts); (2) those persons will not be 
induced or encouraged to participate in the 
Conversion Offer through an active advertising or 
sales campaign; rather, Bear, Stearns anticipates 
that eligible investors will be made aware of the 
program through their retail brokers in response to 
customers’ inquiries as to an opportunity to convert 
their investment to an active, ongoing unit trust 
without having to suffer the economic loss of 
redeeming units at the bid side and, in addition, 
having to pay a full sales load on the purchase of 
units of an active trust; and (3) the Conversion Offer 
program is, thus, more in the nature of a service to 
investors. 


Moreover, Applicants submit that the Conversion 
Offer program will not have the effect of encouraging 
competing sponsors of unit trusts to go after the 
customers of other active unit trusts because, by 
definition of the Conversion Offer, the sponsors of 
Redemption Trusts are no longer maintaining a 
service that is vital to the continued existence of the 
trusts (by discontinuing the secondary market, they 
have insured that the size of the trusts will be 
reduced to meet redemptions and that eventually, 
when each trust drops below the minimum 
liquidation amount, it may be liquidated in total by 
the sponsor and the trustee). Applicants contend 
that if a sponsor is concerned about any loss of 
customers through the Conversion Offer, it merely 
has to reinstitute a secondary market inthe trust and 
the unit holders will no longer be in the class eligible 
to participate in the Conversion Offer. 


Section 6(c) of the Act provides, in part, that the 
Commission may exempt any person, security, or 
transaction, or any class or classes of persons, 
securities or transactions from any provisions of the 
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Act or of any rule or regulation under the Act, if and to 
the extent such exemption is necessary or 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. 


NOTICE 1S FURTHER GIVEN that any interested 
person may, not later than May 22, 1980, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11144/April 29, 1980 


In the Matter of 


AMERICAN VARIABLE ANNUITY LIFE 
ASSURANCE COMPANY 


AND 


AMERICAN VARIABLE ANNUITY LIFE 
ASSURANCE COMPANY 
SEPARATE ACCOUNTS D, E AND F 
440 Lincoln Street 
Worcester, MA 01605 


(812-4641) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
APPROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTIONS 26(a) AND 27(c)(2) OF THE ACT 


American Variable Annuity Life Assurance Company 
(the “Company”), and American Variable Annuity 
Life Assurance Company Separate Accounts D, E 
and F (the “Separate Accounts”), separate accounts 
of the Company registered collectively as a unit 
investment trust under the Investment Company Act 
of 1940 (the “Act”) filed an application on March 25, 
1980 for an order of the Commission pursuant to 
Section 6(c) of the Act exempting the Company and 
the Separate Accounts (collectively referred to as 
“Applicants”) from Sections 26(a) and 27(c)(2) of 
the Act and pursuant to Section 11 of the Act 
approving certain offers of exchange. 


On March 31, 1980 a notice was issued (Investment 
Company Act Release No. 11110) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act, 
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that the proposed exchange offers be, and hereby 
are, approved, and, pursuant to Section 6(c) of the 
Act, that the exemptions from Sections 26(a)(2) and 
27(c)(2) be, and hereby are, granted, effective 
forthwith. 


For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11145/April 29, 1980 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


and 


PHOTO SYSTEMS, INC. 
7200 West Huron River Drive 
Dexter, Michigan 48130 


(812-4499) 


NOTICE OF FILING OF APPLICATION FOR 
AMENDMENT OF PRIOR ORDER PURSUANT TO 
SECTION 17(b) OF THE ACT EXEMPTING 
PROPOSED TRANSACTIONS FROM SECTION 17(a) 
OF THE ACT AND PURSUANT TO SECTION 17(d) OF 
THE ACT AND RULE 17d-1 THEREUNDER 
PERMITTING JOINT TRANSACTION 


NOTICE IS HEREBY GIVEN that Narragansett Capital 
Corporation (“Narragansett”), a closed-end, non- 
diversified, management investment company 
registered under the Investment Company Act of 
1940 (“Act”) and a licensed small business 
investment company under the Small Business Act 
of 1958, and Photo Systems, Inc. (“Photo Systems”), 
a company presumed to be controlled by 
Narragansett (hereinafter Narragansett and Photo 
Systems are collectively referred to as “Applicants”) 
filed an application on March 13, 1980, and an 
amendment thereto on April 28, 1980 
(“Application”), for an order of the Commission 
pursuant to Sections 17(b) and 17(d) of the Act and 
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Rule 17d-1 thereunder amending a prior order dated 
February 11, 1980 (Investment Company Act 
Release No. 11043). This prior order exempted from 
the provisions of Section 17(a) of the Act and 
permitted under Section 17(d) of the Act and Rule 
17d-1 thereunder certain proposed transactions to 
be made in connection with the proposed 
restructuring of Narragansett’s investment in Photo 
Systems. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


On June 26, 1979, Applicants filed an application 
(“Original Application”) pursuant to Sections 17(b) 
and 17(d) of the Act and Rule 17d-1 thereunder for 
an order exempting from the provisions of Section 
17(a) and permitting under Section 17(d) and Rule 
17d-1 the proposed restructuring of Narragansett’s 
investment in Photo Systems. According to the 
Original Application, on June 15, 1979, the 
Applicants entered into a Redemption and 


Refinancing Agreement (“Agreement”) which would 
have resulted in the restructuring of Narragansett’s 
investments in Photo Systems by (a) the redemption 
of a portion of the Photo Systems common stock held 
by Narragansett, with the effect of reducing Nar- 


ragansett’s percentage ownership of outstanding 
voting stock from approximately 77% to 52%, and (b) 
the refinancing of the balance of the outstanding 
indebtedness of Photo Systems to Narrangansett, 
plus the financing of substantially all of the purchase 
price of the stock to be redeemed. As set forth in the 
Original Application, Photo Systems would be 
restructured and refinanced in the following 
manner. Photo Systems would purchase 550,000 of 
the 800,000 shares of Photo Systems Class B 
Common Stock held by Narragansett for an ag- 
gregate purchase price of $550,000. The purchase 
price would be payable by delivery to Narragansett of 
a cash payment of $5,000 and a promissory note of 
Photo Systems (“Redemption Note’) for the 
remaining $545,000, plus the currently outstanding 
balance on the promissory note issued by Photo 
Systems in 1976. Applicants stated that such 
Redemption Note would be due August 1, 1984, 
would carry an interest rate of 12% per annum, 
would be payable during each fiscal year in an 
amount equal to 20% of Photo Systems’ after-tax 
earnings for the preceding fiscal year, and would be 
subordinated, with respect to principal and interest, 
to Photo Systems’ indebtedness to Industrial 
National Bank of Rhode Island (“Bank”). 
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On February 11, 1980, an order was issued (“Order”) 
(Investment Company Act Release No. 11043) 
pursuant to Sections 17(b) and 17(d) of the Act 
exempting from the provisions of Section 17(a) of 
the Act and permitting pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder the proposed 
restructuring and refinancing of Photo Systems. 
However, Applicants state that Narragansett 
determined not to consummate the proposed 
transactions as contemplated for the following 
reasons. First it became clear that the proposed 
redemption transaction would probably be treated 
for federal income tax purposes as a dividend to 
Narragansett of a substantial sum, notwithstanding 
the fact that Narragansett would receive very little of 
the redemption price in cash, thereby requiring 
Narragansett, since it intends to continue to qualify 
as a “regulated investment company” under the 
Internal Revenue Code of 1954 (which means that 
Narragansett must distribute on a current basis no 
less than 90% of its operating income), to make 2 
substantial distribution to shareholders as a result o1 
the Photo Systems transaction. Applicants state that 
in such an event the taxable income of Narragansett 
during 1980 might exceed its cash income by a 
material amount and that the distribution would 
have to be made from other sources of cash. 
Secondly, the tax basis and other tax attributes of the 
remaining investment in Photo Systems would vary 
materially from that which was originally intended. 


Applicants state that following Narragansett’s 
decision not to consummate the proposed 
transactions as set forth in the Original Application, 
Narragansett approached Photo Systems with a 
proposal to amend the terms of the proposed 
restructuring. Applicants further state that on 
February 11, 1980, Narragansett and Photo Systems 
entered into an amendment to the Agreement 
(“Amendment”) which provided for the following 
amendments and/or modifications: (1) the number 
of shares subject to the redemption transaction was 
increased by 20,000 shares (“Additional Shares”), 
from 550,000 to 570,000 shares, with the price 
remaining fixed at $1.00 per share; (2) the purchase 
price of the additional shares was to be paid by 
increasing the principal amount of the Redemption 
Note by $20,000; (3) the amortization schedule 
annexed to the Redemption Note to be delivered at 
closing was revised to reflect the delay in 
consummating the transactions and to revise the 
monthly allocations of principal payments due; (4) 
the Redemption Note was to be made subordinate, 
additionally, to any short-term indebtedness of 
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Photo Systems to the Bank up to $200,000 (plus any 
interest, expenses and fees payable in connection 
therewith); (5) the obligations of the parties were to 
be expressly conditioned upon the issuance of the 
amended order sought in the Application; (6) the 
obligations of Narragansett were conditioned upon 
the entering into by Narragansett and the principal 
management stockholders of Photo Systems 
(“Individual Stockholders”) of a “Voting Agreement,” 
the terms of which are described below; (7) the 
effective date of the redemption transaction was to 
be fixed at February 11, 1980, which is the date of 
the issuance of the Order and the date upon which 
the transactions covered by this Application would 
have been effective had they been consummated on 
the terms set forth in the Original Application; and 
(8) the Voting Agreement will not become effective 
until this order is issued. Applicants indicate that in 
all other respects the terms of the Agreement were 
ratified and confirmed. 


As set forth in the Application, the Voting Agreement 
specifies the composition and method of selection of 


the Photo Systems Board of Directors (“Board”) 


through the following provisions: (1) The number of 
members of the Board is to be fixed at five, of whom 
two are to be designees of Narragansett and two are 
to be designees of the Individual Stockholders, with 
the remaining director to be selected by the majority 
in interest of the holders of all Photo Systems voting 
stock; (2) In the event that no person is able to obtain 
the votes of a majority in interest of the voting stock, 
the Board is to be reduced to four with two each to be 
designees of Narragansett and the Individual 
Stockholders; and (3) In the event of default under 
the Redemption Note, Narragansett may, at its 
option so long as such default remains uncured, 
require that the number of members of the Board be 
fixed at five, of whom three are to be designees of 
Narragansett and the remaining two are to be 
designees of the Individual Stockholders. 


Section 2(a)(3) of the Act includes within the 
definition of “affiliated person” of another person: 
(1) any person owning five percent or more of the 
outstanding voting securities of such other person; 
(2) any person five percent or more of whose 
outstanding voting securities are owned by such 
other person; (3) any officer, director or employee of 
such other person; and (4) any person controlled by 
such other person. Section 2(a)(9) of the Act 
provides, in part, that any person owning, directly or 
indirectly, more than 25 percent of the voting 
securities of a company shall be presumed to control 
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such company. Accordingly, Applicants stated in the 
Original Application that: (1) Photo Systems is an 
affiliate of and, by virtue of Narragansett’s ownership 
of 77.7% of Photo Systems’ outstanding voting 
securities, presumed to be controlled by 
Narragansett; and (2) Narragansett is an affiliate of 
Photo Systems. In addition, the Application states 
that the Individual Stockholders are all affiliated 
persons of an affiliated person (Photo Systems) of 
Narragansett by virtue of their being the principal 
management employees of Photo Systems. 


Section 17(a) of the Act provides, in pertinent part, 
that it is unlawful for any affiliated person of a 
registered investment company or any affiliated 
person of such person, acting as_ principal, 
knowingly to purchase from or sell to such registered 
company or any company controlled by such 
registered company, any security or other property 
except securities of which the seller is the issuer. 
Section 17(b) of the Act generally provides that, 
upon application, the Commission may exempt a 
proposed transaction from the provisions of Section 
17(a) of the Act if evidence establishes that the 
terms of the proposed transaction, including the 
consideration to be paid or received, are reasonable 
and fair and do not involve overreaching on the part 
of any person concerned and that the proposed 
transaction is consistent with the policy of each 
registered investment company concerned and with 
the general purposes of the Act. Consequently, 
Applicants request an order, pursuant to Section 
17(b) of the Act, amending the prior order to exempt 
from the provisions of Section 17(a) of the Act the 
amended redemption and refinancing arrangement 
described above. 


Since Applicants have already received an order 
exempting the redemption and refinancing 
agreement as originally proposed, the order 
requested, if issued, would be based upon the 
conclusion that the redemption of the additional 
20,000 shares at $1.00 per share will not materially 
affect the original redemption and refinancing 


arrangement which was determined to be fair at the . 


time the Order was issued. 


Section 17(d) of the Act and Rule 17d-1 thereunder, 
taken together, provide, in part, that it is unlawful for 
an affiliated person of a registered investment 
company, or an affiliated person of such person, 
acting as principal, to participate in or effect any 
transaction in which such investment company is a 
joint participant without the permission of the 
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Commission. Rule 17d-1 provides, in part, that in 
passing upon applications for orders granting such 
permission the Commission will consider (i) whether 
the participation of the investment company in such 
transaction on the basis proposed is consistent with 
the provisions, policies and purposes of the Act, and 
(ii) the extent to which such participation is on a 
basis different from or less advantageous than that 
of other participants. Applicants stated in the 
Original Application that the proposed transaction 
may be said to involve a joint arrangement, in which 
Narragansett and Photo Systems are participants, 
and thus could be deemed to be prohibited under 
Rule 17d-1 unless the Commission issues an 
exemptive order or the transaction is otherwise 
exempt under the provisions of Rule 17d-l. 
Therefore, Applicants request an order, pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder, 
amending the prior order to permit the amended 
redemption and refinancing arrangement described 
above. In addition, the Applicant states that entering 
into the Voting Agreement by Narragansett and the 
Individual Stockholders could be deemed to 
constitute a joint enterprise or other joint 
arrangement subject to the prohibitions of Rule 17d- 
1. Therefore, Applicants request an order, pursuant 
to Section 17(d) of the Act and Rule 17d-1 


thereunder, amending the prior order to permit entry 
into the Voting Agreement as part of the amended 
redemption and refinancing arrangement. 


Since Applicants have already received an order 
permitting as a joint transaction the redemption and 
refinancing arrangement as originally proposed, the 
order requested, if issued, would be based upon the 
conclusion that the modifications and amendments 
do not materially alter the participation of 
Narragansett in the joint transaction, which was 
considered to be consistent with the provisions, 
policies and purposes of the Act when the Order was 
granted. 


Applicants state that the effects of the Amendment 
on the Agreement will be two-fold. First, such 
Amendment will increase the number of shares to be 
redeemed by 20,000, thereby reducing 
Narragansett’s percentage ownership of Photo 
Systems from 77% to 50%, rather than 52%. 
However, Applicants state that since the 
Redemption Note requires principal payments to be 
made to the extent of 20% of after-tax earnings, with 
all unpaid principal due on August 1, 1984, there will 
be very little impact on the amortization of the 
Redemption Note and the principal balance due at 
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final maturity will like’y be increased by 
approximately $20,000. Secondly, since 
Narragansett currently has the ability to elect a 
majority of the Board by reason of its majority 
ownership of Photio Systems voting stock, the effect 
of the Voting Agreement will be to preserve that right 
in the event that Photo Systems .is in default under 
the Redemption Note and to prov'ide a mechanism 
for adequate representation on the Board of the 
interests of the Individual Stockhol ders. 


As set forth in the Application, consu: nmation of the 
proposed restructuring according to ti 1e terms of the 
Amendment would result in a variety’ of benefits. 
Applicants state that Narragansett belie *ves that the 
redemption transaction, as propose?d in the 
Amendment, would be treated not as a dividend, but 
as an exchange of the stock, thus avoiding the 
possible necessity of distributing as niuch as 
$400,000 to its stockholders in 1980 as a result of 
the redemption against realized cash proceeds 
during the same period of only approxir“ately 
$25,000. Applicants also state that in addition. to 
avoiding the adverse tax consequences of the 
redemption transaction as originally structured, the 
proposed transaction will: (1) provide additior,‘al 
incentives to the management shareholders 10 
increase the profitability of Photo Systems, in whict.) 
Narragansett will continue to have a substantial 
interest; (2) further Narragansett’s program for 
relinquishing coritrol of Photo Systems by the 
current deadline of 1983 (as required by the Small 
Business Investment Act of 1958); and (3) increase 
the current yield on Narragansett’s total investment 
in Photo Systems by converting an additional 
$20,000 from an equity investment with no current 
return to indebtedness bearing interest at 12% per 
annum. Applicants further state that under the 
proposed restructuring Narragansett will retain 50% 
of the voting stock and the Voting Agreement gives 
Narragansett control of the Photo Systems Board of 
Directors in event of default on the Redemption 
Note. Applicants state that the effects of the 
Amendment on the Agreement are deemed by the 
Narragansett Board of Directors to be in the best 
interests of Narragansett’s shareholders and 
Narragansett’s biusiness and financial condition. 
Accordingly, Applicants submit that: the terms of the 
proposed trasacti ons as set forth in the Amendment 
to the Agreement are reasonable and fair and do not 
involve overreaching on the part of any person 
involved; the proposed transaction would be 
consistent with the policy of Narragansett and the 
other participant:s in the amended redemption and 
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refinancing arrangement to the ex:tent it constitutes 
a joint enterprise or cither joint arrangement would 
not be on a basis les‘; advantageous than that of the 
other participants. F‘inally, Applic:ants contend that 
to the extent that the Voting Agree ment constitutes a 
joint enterprise or: other joint arrangement, since 
Narragansett and the Individual Stockholders will be 
able to participatrs in the designation of the members 
of the Photo Sysstems Board of Directors based on 
their respective: percentage ownership interests in 
Photo Systems;, the interests of all parties to the 
Voting Agreenvent are equitably reflected and none 


of the parties are disadvantaged by the terms of that 
agreement. 


NOTICE If$ FURTHER GIVEN that any interested 
person may, not later than May 22, 1980, at 5:30 
p.m., sufymit to the Commission in writing, a request 
for a he.aring on the application accompanied by a 
statem ent as to the nature of his interest, the reason 
for sush request, and the issues, if any, of fact or law 
propr sed to be controverted, or he may request that 
he toe notified if the Commission shall order a 
hea.ring thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
$,uch request shall be served personally or by mail 
upon Applicants at the addresses stated above. 
Proof of such service (by affidavit or, inthe case of an 
attorney-at-law, by certificate) sihall be filed con- 
temporaneously with the requesit. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing; of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commissiion’s own motion. 
Persons who request a hearingz, or advice as to 
whether a hearing is ordered, will ireceive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Divisiion of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11146/April 30, 1980 


In the Matter of 


FEDERATED CONVERTIBLE INCOME 
SECURITIES, INC. 

421 Seventh Street 

Pittsburgh, Pennsylvania 15219 


(811-2947) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLARING 
THAT THE APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY 


Federated Convertible Income Securities, Inc. 
(“Applicant”), a Maryland corporation registered 
under the Investment Company Act of 1940 (“Act”) 
as an open-end, diversified management 
investment company, filed an application on 
February 25, 1980, pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company 
as defined in the Act. 


On April 3, 1980, a notice was issued (Investment 
Company Act Release No. 11115) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing, and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an investment 
company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Federated Convertible 
Income Securities, Inc. under the Act shall forthwith 
cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





Volume 19, No. 19, May 13, 1980 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11147/April 30, 1980 


In the Matter of 


PAINE, WEBBER MUNICIPAL BOND FUND, 
FIRST SERIES 
PAINE, WEBBER MUNICIPAL BOND FUND, 
SECOND SERIES 
PAINE, WEBBER MUNICIPAL BOND FUND, 
THIRD SERIES 
THE MUNICIPAL BOND FUND, 
SERIES 1 THROUGH SERIES 43 
THE MUNICIPAL BOND TRUST, 
SERIES 44 AND SUBSEQUENT SERIES 
THE MUNICIPAL BOND TRUST, MULTI-STATE 
PROGRAM, SERIES 1 AND SUBSEQUENT SERIES 
THE MUNICIPAL BOND TRUST, MULTIPLE 
MATURITY SERIES 1 AND SUBSEQUENT SERIES 
THE MUNICIPAL BOND TRUST, PUERTO RICO 
SERIES 1 AND SUBSEQUENT SERIES 


AND 


THE CORPORATE BOND TRUST, SERIES 1 
AND SUBSEQUENT SERIES 
c/o Paine, Webber, Jackson & Curtis Incorporated 
1221 Avenue of the Americas 
New York, New York 10020 


(812-4558) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS’ REINVESTMENT PLAN 


FROM THE PROVISIONS OF SECTION 22(d) OF THE 
ACT 


Paine, Webber Municipal Bond Fund, First Series, 
Paine, Webber Municipal Bond Fund, Second Series, 
Paine, Webber Municipal Bond Fund, Third Series, 
The Municipal Bond Fund, Series 1 through Series 
43, The Municipal Bond Trust, Series 44 and 
subsequent series, The Municipal Bond Trust, Multi- 
State Program, Series 1 and subsequent series, The: 
Municipal Bond Trust, Multiple Maturity Series 1 
and subsequent series, The Municipal Bond Trust, 
Puerto Rico Series 1 and subsequent series and Thve 
Corporate Bond Trust, Series 1 and subsequernt 
series (collectively referred to as the “Trusts” or 
“Applicants”), filed an application on October 729, 
1979, and amendments thereto on February 29 and 
March 17, 1980, pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“Act”), for an 
order of the Commission exempting Applicants from 
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the provisions of Se:ction 22(d) of the Act to permit 
Applicants to offer a reinvestment plan pursuant to 
which holders of uriits of the Trusts may elect to have 
distributions with trespect to their units reinvested in 
units of future series of their respective Trusts, or in 
existing series of the Trusts, without imposition of a 
sales charge. 


On April 3, 1980), a notice was issued of the filing of 
the application. (Investment Company Act Release 
No. 11116). The notice gave interested persons an 
opportunity to. request a hearing and stated that an 
order disposirig of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and the granting of 
the requested order has been found to be 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 
22(d) of the Act, to the extent requested, be and 
hereby is, granted effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11148/April 30, 19.80 


In the Matter of 


LIQUID CAPITAL INCOME, INC. 
831 National City Bank Building 
Cleveland, Ohio 44114 


(812-4648) 


NOTICE OF FILING OF APPLICATION P'URSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM THE PROVISIONS OF SECTION 
2(a)(41) OF THE ACT AND RULES 2a-4! AND 22c-1 
UNDER THE ACT 


NOTICE IS HEREBY GIVEN that Liquid Capital 
Income, Inc. (“Applicant”), an open-end, non- 
diversified investment company registered under 
the Investment Company Act of 1940 (“Act”), filed 
an application on April 3, 1980, for an order of the 
Commission, pursuant to Section 6(c) of the Act, 
exempting Applicant from the provisions of Section 
2(a)(41) of the Act and Rules 2a-4 and 22c-1 
thereunder to the extent necessary to permit 
Applicant to compute its net asset value per share 
using the amortized cost method of valuing its 
portfolio securities. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that itis a “money market” fund anol 
that it invests exclusively in various high-grade: 
money market instruments maturing in one year or’ 
less, including securities issued or guaranteed by 
the United States Government or its agencies and 
instrumentalities, obligations of qualifying banks 
and savings and loans, high-grade commercial 
paper, certain corporate debt obligations, and 
instruments (including repurchase agreements) 
secured by such obligations. 


Applicant states that experience indicates that two 
features are necessary in a “money market” fund: 
(1) certainty of stability of principal and (2) steady 
flow of predictable and competitive investment 
income. Applicant asserts that by maintaining a 
portfolio of high quality, short-term money market 
instruments valued at amortized cost it can provide 
those features to investors. Applicant maintains that 
experience has shown that, given the unique nature 
of Applicant's policies and operations there should 
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be a negligible discrepancy between prices obtained 
using the amortized cost method and those obtained 
using a market valuation method. Applicant 
represents that its Board of Directors has 
determined that, in light of the characteristics of 
Applicant, the amortized cost method of valuation of 
portfolio instruments is appropriate and preferable 
to the use of a market based valuation method and 
that use of such method is in the best interests of its 
shareholders. 


As here pertinent, Section 2(a)(41) of the Act defines 
value to mean: (1) with respect to securities for 
which market quotations are readily available, the 
market value of such securities, and (2) with respect 
to other securities and assets, fair value as 
determined in good faith by Applicant’s Board of 
Directors. Rule 22c-1 adopted under the Act 
provides, in part, that no registered investment 
company or principal underwriter therefor issuing 
any redeemable security shall sell, redeem or 
repurchase any such security except at a price 
based on the current net asset value of such security 
which is next computed after receipt of a tender of 
such security for redemption or of an order to 
purchase or sell such security. 


Rule 2a-4 adopted under the Act provides, as here 
relevant, that the “current net asset value” of a 
redeemable security issued by a registered 
investment company used in computing its price for 
the purposes of distribution, redemption and 
repurchase shall be an amount which reflects 
calculations made substantially in accordance with 
the provisions of that rule, with estimates used 
where necessary or appropriate. Rule 2a-4 further 
states that portfolio securities with respect to which 
market quotations are readily available shall be 
valued at current market value, and other securities 
and assets shall be valued at fair value as 
determined in good faith by the board of directors of 
the registered company. Prior to the filing of the 
application, the Commission expressed its view that, 
aamong other things, (1) Rule 2a-4 under the Act 
requires that portfolio instruments of “money 
rnarket” funds be valued with reference to market 
feactors, and (2) it would be inconsistent, generally, 
with the provisions of Rule 2a-4 for a “money 
market” fund to value its portfolio instruments on an 
amortized cost basis (Investment Company Act 
Release No. 9786, May 31, 1977). 


Section 6(c) provides, in pertinent part, that the 
Commission, upon application may conditionally or 
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unconditionally exempt any person, security or 
transaction or any class or classes of persons, 
securities or transactions from any provision or 
provisions of the Act or of any rule or regulation 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. Applicant requests an order, pursuant to 
Section 6(c) of the Act, exempting it from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder to the extent necessary 
to permit it to value its assets using the amortized 
cost method of valuation. 


Applicant submits that issuance of the requested 
order is consistent with the exemptive standards of 
Section 6(c) of the Act. In addition, Application has 
agreed to the imposition of the following conditions 
to any order granting the exemptive relief requested: 


(1) In supervising Applicant's operations and 
delegating special responsibilities involving 
portfolio management to Applicant’s investment 
adviser, Applicant’s Board of Directors undertakes— 
as a particular responsibility within the overall duty 
of care owed to its stockholders—to establish 
procedures reasonably designed, taking into 
account current market conditions and Applicant's 
investment objectives, to stabilize Applicant’s net 
asset value per share, as computed for the purpose 
of distribution, redemption and repurchase at $1.00 
per share. 





1To fulfil this condition, Applicant intends to use 
actual quotations or estimates of market value 
reflecting current market conditions chosen by its 
Board of Directors in the exercise of its discretion to 
be appropriate indicators of value which may 
include, inter alia, (1) quotations or estimates of 
market value for individual portfolio instruments, or 
(2) values obtained from yield data relating to 
classes of money market instruments published by 
reputable sources. 


2In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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(2) Included within the procedures to be adopted by 
the Board of Directors shall be the following: 


(a) Review by the Board of Directors, as it deems 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of Applicant’s net asset 
value per share as determined by using available 
market quotations from the $1.00 amortized cost 
price per share, and maintenance of records of such 
review.! 


(b) In the event such deviation from the $1.00 
amortized cost price per share exceeds 1/2 of 1%, a 
requirement that the Board of Directors will 
promptly consider what action, if any, should be 
initiated. 


(c) Where the Board of Directors believes the extent 
of any deviation from Applicant’s $1.00 amortized 
cost price per share may result in material dilution or 
other unfair results to investors or existing 
stockholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results, which may include redeeming shares in 
kind; selling portfolio instruments prior to maturity 
to realize capital gains or losses, or to shorten 
Applicant's average portfolio maturity; withholding 
dividends; or utilizing a net asset value per share as 
determined by using available market quotations. 


(3) Applicant will maintain a dollar-weighted 
average portfolio maturity appropriate to its 
objective of maintaining a stable net asset value per 
share; provided, however, that Applicant will not (a) 
purchase any instrument with a remaining maturity 
of greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity in excess of 120 
days.? 


(4) Applicant will record, maintain and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
Board of Directors considerations and actions taken 
in connection with the discharge of its 
responsibilities, as set forth above, to be included in 
the minutes of the board’s meetings. The documents 
preserved pursuant to this condition shall be subject 
to inspection by the Commission in accordance with 
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Section 31(b) of the Act as though such documents 
were records required to be maintained pursuant to 
rules adopted under Section 31(a) of the Act. 


(5) Applicant will limit its portfolio investments, 
including repurchase agreements, to those U.S. 
dollar-denominated instruments which its Board of 
Directors determines present minimal credit risks, 
and which are of high quality as determined by any 
major rating service or, in the case of any instrument 
that is not rated, of comparable quality as 
determined by the Board of Directors. 


(6) Appliant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) above 
was taken during the preceding fiscal quarter, and, if 
any action was taken, will describe the nature and 
circumstances of such action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 27, 1980, at 5:30 
p.m., submit to the Commission in writing, a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11149/May 1, 1980 


In the Matter of 


THE JOHNSTON MUTUAL FUND 
One Boston Place 
Boston, Massachusetts 02109 


(812-4487) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
AMENDING A PREVIOUS ORDER GRANTING 
EXEMPTION FROM THE PROVISIONS OF SECTION 
2(a)(41) OF THE ACT AND RULES 2a-4 AND 22c-1 
UNDER THE ACT 


The Johnston Mutual Fund (“Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) 
as an open-end, diversified management 
investment company and organized as a “series 
company,” filed an application on March 7, 1980, 
and an amendment thereto on April 23, 1980, 
requesting an order of the Commission amending a 
prior order of the Commission dated August 1, 1979 
(Investment Company Act Release No. 10801) to 
exempt the Applicant from the provisions of Section 
2(a)(41) of the Act and Rules 2a-4 and 22c-1 
thereunder to the extent necessary to permit 
Applicant to compute the net asset value per share 
of one of its series, the Johnston Cash Management 
Fund (“CMF”), according to the amortized cost 
method of valuing portfolio securities. 


On April 8, 1980, a notice (Investment Company Act 
Release No. 11121) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing, and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of- investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for amendment of the 
Commission’s order dated August 1, 1979 contained 
in Investment Company Act Release No. 10801 to 
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the extent requested, be and hereby is, granted, 
effective forthwith, subject to the following 
onditions to which Applicant has consented: 


(1) In supervising CMF’s operations and delegating 
special responsibilities involving management of 
CMF’s portfolio to Applicant's investment adviser, 
Applicant’s Trustees undertake—as a particular 
responsibility within the overall duty of care owed to 
their shareholders—to establish procedures 
reasonably designed, taking into account current 
market conditions and CMF’s investment objectives, 
to stabilize CMF’s net asset value per share, as 
computed for the purpose of distribution, 
redemption and repurchase at $1.00 per share. 


(2) Included with the procedures to be adopted by 
the Trustees shall be the following: 


(a) Review by the Applicant’s Trustees, as they deem 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of the net asset value 
per share of CMF as determined by using available 
market quotations from the $1.00 amortized cost 
price per share, and maintenance of records of such 
review.! 


: 6. In the event such deviation from the $1.00 
amortized cost price per share of CMF exceeds 1/2 
of 1%, a requirement that the Trustees will promptly 
consider what action, if any, should be initiated. 


(c) Where Applicant’s Trustees believe the extent of 
any deviation from CMF’s $1.00 amortized cost price 
per share may result in material dilution or other 
unfair results to investors or existing shareholders, 
they shall take such action as they deem appropriate 
to eliminate or to reduce to the extent reasonably 
practicable such dilution or unfair results, which 
action may include: redemption of shares in kind; 
the sale of portfolio instruments prior to maturity to 
realize capital gains or losses, or to shorten CMF’s 
average portfolio maturity; withholding dividends; or 
utilizing a net asset value per share as determined by 
using available market quotations. 


(3) Applicant will cause CMF to maintain a dollar- 
weighted average portfolio maturity appropriate to 
its objective of maintaining a stable net asset value 
per share for CMF; provided, however, that CMF will 
not (a) purchase any instrument with a remaining 
e. of greater than one year, or (b) maintain a 
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dollar-weighted average portfolio maturity in excess 
of 120 days.? 


(4) Applicant will record, maintain and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
Trustee’s considerations and actions taken in 
connection with the discharge of its responsibilities, 
as set forth above, to be included in the minutes of 
the Trustees’ meetings. The documents preserved 
pursuant to this condition shall be subject to 
inspection by the Commission in accordance with 
Section 31(b) of the Act as though such documents 
were records required to be maintained pursuant to 
rules adopted under Section 31(a) of the Act. 


(5) Applicant will limit the portfolio investments of 
CMF, including repurchase agreements, to those 
United States dollar-denominated instruments 
which the Trustees determine present minimal 
credit risks and which are of high quality as 
determined by any major rating service or, in the 
case of any instrument that is not rated, of 
comparable quality as determined by Applicant’s 
Trustees. 





‘Applicant states that to fulfill this condition, it 
intends to use actual quotations or estimates of 
market value reflecting current market conditions 
chosen by its Trustees in the exercise of their 
discretion to be appropriate indicators of value. In 
addition, Applicant states that the quotations or 
estimates utilized may include, inter alia, (1) 
quotations or estimates of market value for 
individual portfolio instruments, or (2) values 
obtained from yield data relating to classes of money 
market instruments published by reputable 
sources. 


2In fulfilling this condition, if the disposition of 
portfolio instruments results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce CMF’s dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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(6) Applicant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) was 
taken during the preceding fiscal quarter, and, if any 
action was taken, will describe the nature and 
circumstances of such action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11150/May 1, 1980 


In the Matter of 


INA CAPITAL BOND TRUST 
Three Parkway 
Philadelphia, Pennsylvania 19101 


(811-2760) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


INA Capital Bond Trust (“Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) 
as an open-end, diversified, management 
investment company, filed an application on 
February 29, 1980, pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company 
as defined in the Act. 


On March 28, 1980, a notice (Investment Company 
Act Release No. 11108) was issued of the filing of 
said application. The notice gave interested persons 
an opportunity to request a hearing and stated that 
an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found that 


Applicant has ceased to be an investment company. 
Accordingly, 
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IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of INA Capital Bond 
Trust shall cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 9068/April 25, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
HETRA COMPUTER AND COMMUNICATIONS @ e 


INDUSTRIES, INC. United States District Court for 
the District of Columbia, Civil Action No. 80-1051 


The Commission announced today that it filed a civil 
injunctive action against Hetra Computer and 
Communications Industries, Inc., (“Hetra”’), 1151 
South Eddie Allen Road, Melbourne, Florida, 32901, 
in the United States District Court for the District of 
Columbia. The Commission’s Complaint alleges 
violations of the reporting provisions of the federal 
securities laws and seeks a Judgment of Permanent 
Injunction and Other Relief. 


The Complaint alleges that Hetra as part of a 
continuing course of violative conduct, has failed to 
file its Annual Report on Form 10-K for its fiscal year 
ended December 31, 1979, required to have been 
filed with the Commission by March 30, 1980, and 
requests that the Court order Hetra to file that report 
forthwith, with the Commission. In addition, the 
Commission requests that the Court enjoin Hetra 
from further violations of the reporting provisions of 
the federal securities laws. 
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Litigation Release No. 9069/April 28, 1980 


SEC v. JOHN E. MARQUSEE AND SHELDON LUBITZ 
80 Civil 2289 (GLG) (S.D.N.Y.) 


Stephen L. Hammerman, Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced that on April 24, 1980, a 
complaint was filed in the United States District 
Court for the Southern District of New York seeking 
to enjoin John E. Marqusee (“Marqusee”) of New 
York, New York, and Sheldon Lubitz (“Lubitz”) of 
East Meadow, New York, from further violations of 
the antifraud, reporting and foreign corrupt 
practices provisions of the Securities Exchange Act 
of 1934, Sections 10(b), 13(b)(2) and 15(d), and 
Rules 10b-5, 12b-20, 13b2-1, 13b2-2, 15d-1, 15d- 
11 and 15d-13 thereunder, and for other equitable 
relief. 


The Commission’s complaint alleged, among other 
things, that Marqusee and Lubitz, officers of Atlantic 
Improvement Corporation (“Atlantic”), diverted 
$170,000, $1,500,000, $850,000 and $750,000 in 
years 1976, 1977, 1978 and 1979, respectively, 
from Atlantic to a corporation owned by Marqusee 
and his family, Paddington Press Limited 
(“Paddington”). In furtherance of this scheme, the 
complaint alleged that the defendants falsified 
Atlantic’s books and records to reflect that the 
transfers of funds related to the purchase of 
commercial paper. By falsifying the books and 
records, the diversion of Atlantic’s funds was not 
discovered by its outside auditors. All of Atlantic’s 
funds were repaid, with interest, by Paddington in 
1976, 1977 and 1978. As of the date of the 
complaint, however, a substantial amount of the 
$750,000 diverted in 1979 has not been repaid. 
Additionally, the complaint alleged that during the 
relevant period, Marqusee and Lubitz caused 
Atlantic to file with the Commission false and 
misleading annual, quarterly and current reports 
which failed to reflect the above-described 
transactions. 


Simultaneously with the filing of the Commission’s 
complaint, Marqusee and Lubitz consented to the 
entry of final judgments of permanent injunction, 
without admitting or denying the allegations set forth 
in the complaint. In addition, the court ordered 
defendant Marqusee to use his best efforts to return 
to Atlantic the funds diverted from Atlantic in 1979. 
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Litigation Release No. 9070/April 28, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
RAYMOND E. SHEA (United States District Court for 
the District of Columbia, Civil Action No. 79-3275) 


The Securities and Exchange Commission 
announced today that Judge Joyce Hens Green of 
the United States District Court for the District of 
Columbia entered a Final Judgment of Permanent 
Injunction against Raymond E. Shea (“Shea”) of 
Worcester, Massachusetts, from violations of 
Sections 10(b) and 14(e) of the Securities Exchange 
act of 1934 and Rule 10b-13 thereunder. Shea 
consented to the entry of the Final Judgment without 
admitting or denying the allegations in the 
Commission’s Complaint. 


Previously, the other two defendants in the 
Commission’s action, Sam Wyly and Eldon Vaughan, 
consented to the entry of Final Judgments of 
Permanent Injunction without admitting or denying 
the allegations in the Commission’s Complaint and 
Final Judgments were entered against them on 
December 6, 1979. Litigation Release No. 8943 
(Dec. 6, 1979). 





Litigation Release No. 9071/April 30, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
LIBCO CORPORATION AND CLYDE WM. ENGLE 
(D.D.C. 1979) Civil Action No. 79-1828 


SECURITIES AND EXCHANGE COMMISSION v. 
TELCO MARKETING SERVICES, INC. (D.D.C. 1979) 
Civil Action No. 79-1827 


The Securities and Exchange Commission 
(“Commission”) today announced that the United 
States District Court for the District of Columbia 
entered a Final Judgment of Permanent Injunction 
(“Final Judgment”) against Libco Corporation 
(“Libco”) of Chicago, Illinois, restraining and 
enjoining Libco from failing to timely file annual, 
quarterly and current reports with the Commission 
as required by the federal securities laws. Libco 
consented to the entry of the Final Judgment without 
admitting or denying the allegations of the 
Commission's Complaint except that Libco admitted 
that it did not timely file certain reports set forth in 
the Commission’s Complaint. The Commission’s 
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Complaint which was filed on July 12, 1979 alleged 
that from 1977 through 1979 Libco failed to timely 
file in proper form certain annual and periodic 
reports in violation of Section 13(a) of the Securities 
Exchange Act of 1934 (“Exchange Act”) and the 
Commission’s rules and regulations thereunder.! 


In addition to the Final Judgment entered against it, 
Libco undertook to maintain procedures designed to 
reasonably assure that it will make all required 
filings on a timely basis and to require its president 
or chief executive officer to notify the Commission’s 
staff of any future failure by Libco to timely file 
required reports. Further, Engle, the Chairman of the 
Board of Directors and controlling shareholder of 
Libco, entered a Stipulation, pursuant to which he 
has agreed to use his best efforts to cause Libco to 
timely comply with the Commission’s filing 
requirements and to take no action or fail to take 
action which causes Libco to fail to timely comply 
with those requirements. Engle also stipulated that 
he will use his best efforts to cause the Board of 
Directors of Libco to maintain procedures designed 
to reasonably assure that Libco will make all 
required filings on a timely basis. In all other 
respects, the action as to Engle was terminated with 
prejudice. 


The Commission also announced today that, in a 
separate action, the United States District Court for 
the Northern District of Illinois had entered an Order 
against Telco Marketing Services, Inc. (“Telco”), a 
subsidiary of Libco pursuant to which the Court 
retained jurisdiction over Telco and the action for the 
purpose of enforcing the Consent and Undertaking 
entered by Telco but not incorporated by reference 
into the Court’s Order. In all other respects, however, 
the action was terminated with prejudice. The 
Commission’s Complaint alleged that Telco, in 
connection with a cash tender offer for shares of 
common stock in Outdoor Sports Industries (“OSI”), 
violated certain provisions of the Exchange Act by 
failing to properly state the purpose of the tender 
offer, and its effect on the voting rights of tendering 
OSI shareholders. Telco consented to the entry of the 
Order without admitting or denying the allegations of 
the Commission’s Complaint. 


As part of the settlement, Telco undertook to 
purchase all shares tendered to it in any tender offer 


See Litigation Release No. 8820/July 12, 1979. 





*See Litigation Release No. 8821/July 12, 1979. 
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made by it for any class of an equity security 
registered with the Commission pursuant to Section 
12 of the Exchange Act, within sixty days of a 
previously scheduled and publicly announced 
meeting of shareholders, where, as a condition of 
such tender offer, Telco requires tendering 
shareholders to submit irrevocable proxies; 
provided however, that Telco is permitted to 
terminate its tender offer without purchasing certain 
or all of the shares tendered, in accordance with 
certain procedures set forth in the Consent and 
Undertaking which provide for notice to tendering 
shareholders and a method for voting proxies for 
shares which it does not purchase. 


Telco also undertook to file all tender offer materials, 
when required, which are complete and accurate 
and contain all statements of material fact 
necessary to present fully, fairly and accurately the 
statements contained and required to be contained 
therein. Telco’s undertaking also provides that while 
it is not required to do so, that it shall disclose the 
institution and settlement of the Commission’s 
action as well as certain of its undertakings in any 
Schedule 13D which it files with the Commission 
and in which it states that it is seeking control of the 
issuer. Telco also undertook that the Court could 
enter a Final Order of Permanent Injunction against 
it, or order such other relief as the Court deems 
appropriate, without further hearing, except on the 
issue of non-compliance, should it fail to comply 
with its undertaking with respect to the conduct of a 
tender offer in which it seeks irrevocable proxies. 
The Commission’s Complaint in this action was filed 
on July 12, 1979.2 


The Commission's Chicago Regional Office 
simultaneously announced today the settlement of a 
civil injunctive action against GSC Enterprises, and 
others. See SEC v. GSC Enterprises, Clyde Wm. 
Engle, Roger L. Weston, Sierra Capital Group (N.D. Ill 
1978) Civil Action No. 78-C-915. 
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Litigation Release No. 9072/April 30, 1980 


SECURITIES AND EXCHANGE COMMISSION v. GSC 
ENTERPRISES, INC., CLYDE WILLIAM ENGLE, 
ROGER L. WESTON, SIERRA CAPITAL GROUP (N.D. 
Illinois, Civil No. 78-C-915) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office, today announced that a Final 
Judgment of Permanent Injunction was entered 
against GSC Enterprises, Inc. (“GSC”), by the District 
Court for the Northern District of Illinois. The Final 
Judgment enjoins GSC from future violations of 
Sections 13(d) and 14(d) of the Securities Exchange 
Act of 1934 (“Exchange Act”) and Rules 13d-1(a), 
14c-2 and 14c-5 thereunder. GSC consented to the 
entry of the Final Judgment without admitting or 
denying the allegations of the Commission’s March 
1978 Complaint. 


In addition, as a part of the Final Judgment, the Court 
ordered that at the time of the final disposition of the 
last private lawsuit currently pending against GSC, 
relating to the allegations made inthe Commission’s 
Complaint, GSC shall pay to those private plaintiffs, 
$200,000 plus 11% interest thereon. Such interest 
shall be paid from the date of the entry of the Final 
Judgment in the Commission’s suit. The $200,000 
however, is to be reduced by any amount paid to 
such private plaintiff's exclusive of attorney’s fees, 
court costs or administrative expenses, in 
settlement of, or awarded in those private lawsuits. 


Finally, the Commission agreed to a termination with 
prejudice of its March 1978 Complaint, as amended, 
as to Clyde William Engle, Roger L. Weston, Sierra 
Capital Group, in all respects and GSC in all respects 
other than as set forth above. 


The Final Judgment was entered in connection with 
the Commission’s March 1978 Complaint, as 
amended, which alleged that the above named 
defendants violated Section 17(a) of the Securities 
Act of 1933 and Section 10(b), 13(d) and 14(c) of 
the Exchange Act and Rules 10b-5, 13d-1, 13d-2, 
14c-2 and 14c-5 thereunder, in connection with an 
October 1977 going private merger. The Complaint 
also alleged that GSC violated Section 13(a) of the 
Exchange Act and Rules 12b-20 and 13a-l 


_ thereunder, by filing a false and misleading Form 8- 


K. 


The Commission also announced that on April 30, 
1980, two other actions brought by the Commission 
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were settled. In that regard, the District Court for the 
District of Columbia, entered a Final Judgment of 
Permanent Injunction against Libco Corporation, 
(SEC v. Libco Corporation and Clyde William Engle, 
Civil No. 79-1828) and entered an.Order against 
Telco Marketing Services, Inc., a subsidiary of Libco 
(SEC v. Telco Marketing Services, Inc., Civil No. 79- 
1827). See, Litigation Release No. 9071 dated April 
30, 1980. 





Litigation Release No. 9073/May 1, 1980 


SEC v. PERRY, ADAMS & LEWIS SECURITIES, INC. 
(W.D. Mo. 80-0336-CV-W-6) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on April 3, 1980, the 
Commission filed a civil injunctive action in the 
United States District Court for the Western District 
of Missouri against Perry, Adams & Lewis Securities, 
Inc. of 1012 Baltimore Avenue, Kansas City, 
Missouri. Perry, Adams & Lewis Securities, Inc. is a 
registered municipal securities dealer. The 
Commission’s complaint alleged violations of the 
Commission’s books and records and financial 
responsibility provisions under the federal securities 
laws. 


The Commission requests that the Court enjoin 
Perry, Adams & Lewis Securities, Inc. from further 
violations of the books and records and financial 
responsibility provisions of the federal securities 
laws. 


At the request of the Securities Investor Protection 
Corporation, Judge Howard Sachs entered a consent 
order on April 11, 1980, declaring the customers of 
Perry, Adams & Lewis Securities, Inc. to be in need of 
the protection afforded by the Securities Investors 
Protection Act and appointing a trustee and counsel 
to proceed with the liquidation of the firm. A 
temporary receiver had been appointed by the Court 
on April 3, 1980. 
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Litigation Release No. 9074/May 1, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
OMEGA SECURITIES, INC. AND MEREDITH K. M. 
SMITH, Civil Action No. 80-426 (D. Ore.) 


Jack H. Bookey, Regional Administrator of the 
Seattle Regional Office announced the filing of a 
complaint in U.S. District Court for the District of 
Oregon on April 22, 1980 against Omega Securities, 
Inc., a Portland, Oregon broker-dealer, and Meredith 
K. M. Smith, its president and chief operating officer 
of Lake Oswego, Oregon. The Commission’s 
complaint alleges that defendant Omega, aided and 
abetted by Smith, has been and is continuing to 
violate Section 15(c)(3) of the Securities Exchange 
Act of 1934 and Rules 15c3-1 (17 CFR 240.15c3-1) 
(net capital rule) and 15c3-3 (17 CFR 240.15c3-3) 
(customer protection rule) thereunder. 


The complaint also seeks the appointment of a 
temporary receiver pending a determination by the 
Securities Investor Protection Corporation of the 
need to apply to the Court for a decree adjudicating 
Omega’s customers in need of protection. 


Defendants consented to the entry of a decree of 
permanent injunction against them enjoining them 
from further violations of the Commission’s financial 
responsibility provisions and stipulating to the 
appointment of a temporary receiver if defendants 
are unable to demonstrate compliance with Rules 
15c3-1 and 15c3-3 on or before May 5, 1980. 





Litigation Release No. 9075/May 1, 1980 
SECURITIES AND EXCHANGE COMMISSION v, 
JOSEPH F. SAIA AND AAA RECORDING STUDIOS, 
INC. Civil Action No. 80-636-S 


Willis H. Riccio, Administrator for the Boston 
Regional Office of the United States Securities and 
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Exchange Commission, today announced that the 
Honorable Walter Jay Skinner, United States District 
Judge for the District of Massachusetts, entered an 
order permanently enjoining Joseh F. Saia and AAA 
Recording Studios, Inc. from further violations of the 
securities registration and antifraud provisions of 
the federal securities laws in connection with the 
offer, purchase and sale of $735,000 of unregistered 
securities, in the form of limited partnership 
interests entered into by Saia with investors, to 
produce, tape and market televisions pilot shows. 
Sales were made to residents of Massachusetts, New 
York and Rhode Island. 


The Commission commenced this action on April 3, 
1980, by filing a complaint which alleged, among 
other things, that the defendants violated the 
securities registration and antifraud provisions of 
the federal securities laws in that the defendants 
offered for sale and sold unregistered securities and 
engaged in fraudulent conduct in connection with 
the offer, purchase and sale of securities; namely, 
limited partnership interests to produce, tape and 
market television pilot shows. Included among the 
shows to have been produced and marketed were 
The Frank Gorshin Show, The Kenny Roberts Show 
Production, Ltd., The Myles Marsden Show 
Production, Ltd., and The Gus Saunders’ Gourmet 
Kitchen Production. The defendants consented to 
the Judgment of Permanent Injunction without 
admitting or denying the allegations of the 
Complaint and to a further order of the Court 
requiring the defendants to file a certified 
accounting setting forth, among other things, their 
assets and net worth; assets of the limited 
partnerships in their possession; and the 
disbursement or disposition of funds received by 
them in connection with the above securities 
offering. 


For further information, see Litigation Release No. 
8980. 
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